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The following table presents certain selected balance sheet and income statement data, as well as certain
key financial ratios, for the four full years that the Company has been in operation.

PACIFICA BANCORP, INC.
FOUR -YEAR SUMMARY OF SELECTED FINANCIAL DATA

2002 2001 2000 1999

(Deliars in thousands, except ratios and per share amounts)

Statement of Operations Data

Net interest income $ 5,849 $ 5286 $ 5485 $ 2,577
Provision for loan losses (603) 4,642 717 548
Non-interest income 1,410 2,886 415 240
Non-interest expense 7,754 6,495 4,305 3,000
Net income (loss) 108 (2,965) 878 (731)
Per Share
Net income {loss) - basic 0.03 (0.91) 0.27 0.24)
Net income (loss) - diluted 0.03 0.91) 0.24 (0.24)
Book value 3.73 3.62 4.80 4.28
Averages
Total assets $ 161,972 $ 161,323 $ 110,689 $ 65215
Earning assets 159,558 157,760 107,070 62,147
Loans, net of deferred loan fees 109,757 111,850 82,860 39,043
Securities 22,253 23,749 12,150 5,309
Deposits 146,405 143,007 95,031 51,547
Shareholders' equity 11,739 15,179 14,287 13,103
Financial Ratios
Net interest margin 3.67% 3.35% 5.12% 4.15%
Return on average assets 0.07% -1.84% 0.79% -1.12%
Return on average equity 0.92% -19.53% 6.15% -5.58%
Efficiency ratio 106.82% 79.48% 72.97% 106.50%
Average equity to average assets 7.25% 9.41% 1291% 20.09%
Balance Sheet Data
Total assets $ 164,688 $ 171,364 $ 138,650 $ 86,203
Loans 109,735 105,878 105,822 58,859
Allowance for loan losses 2,919 3,530 1,306 589
Available for sale securities 22,518 33,177 17,661 11,577
Deposits ‘ 148,320 155,969 120,411 71,701
Shareholders' equity 12,176 11,797 15,626 13,765
Nonperforming assets
Nonperforming assets 5 214 $ 478 $ 22 $ -
Net loan chargeoffs 8 2,418 - -
Capital Ratios
Leverage ratio 7.81% 6.82% 11.45% 16.56%
Tier 1 risk-based capital ratio 9.47% 9.82% 12.00% 17.67%
Total risk-based capital ratio 11.98% 11.09% 13.05% 18.42%
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MESSAGE TO CUR SHAREHOLDERS
March 20, 2003

Dear Pacifica shareholder:

We are pleased to report that Pacifica Bancorp, Inc. and its wholly owned subsidiaries (collectively
“Pacifica” or the “Company”) achieved positive changes in 2002 and returned to profitability, despite
difficult economic and interest rate challenges.

Net income for Year 2002 improved to $108,000, or $0.03 per diluted share, compared with a net loss of
($2.97) million, or ($0.91) per diluted share, for Year 2001. The improvements in income for 2002 were
due mainly to a $603,000 transfer of excess funds from our allowance for loan losses account during 2002,
resulting from greater than expected net recoveries on previously charged off loans (in particular a $1.8
million insurance settlement payment related to a charged off loan). Exclusive of the $603,000 transfer
from the allowance for loan losses, our 2002 operating results would have shown a net loss of ($495,000) or
($0.15) per share. Operating results for 2001 were negatively affected by a $2.5 million loan charge-off and
a $4.6 million provision for loan losses.

During our fourth full year of operation, as the economy softened, we shifted our focus from rapid growth to
improving asset quality, increasing earnings and growing capital. Our rate of growth slowed, as planned,
from the high rate experienced in the first three years of operations.

o Total assets were $164.7 million at December 31, 2002, a decrease of 4% from $171.4 million at
December 31, 2001.
o Securities decreased 32% to $22.5 million at year-end 2002, from $33.2 miilion at the end
of 2601.
o Gross loans totaled $109.7 million at December 31, 2002, an increase of 4% compared to
$105.9 million at the end of 2001.
e Total liabilities decreased by 4%, to $152.5 million at year-end 2002, from $159.6 million at the end
of 2001.
o Deposits decreased to $148.3 million at year-end 2002, from $156.0 million at December
31, 2001, a decrease of $7.7 million, or 5%, during 2002. This reduction in deposits is due
to our efforts to improve our net interest margin by increasing the loan-to-deposit ratio and
reducing our higher cost time deposits.
o  Shareholders’ equity increased to $12.2 million at the end of 2002 from $11.8 million at December
31,2001. Our capital ratios are above the federal regulatory criteria for well-capitalized institutions.
e Net interest margin increased to 3.67% in 2002, as compared to 3.35% during 2001, due primarily
to the lower cost of funds.

Non-performing assets consisted of two loans totaling $214,000 at year-end 2002, compared to total non-
performing loans of $478,000 at year-end 2001, a decrease of 55%. One loan in the amount of $110,000 is
well secured by real estate and we anticipate collecting the entire balance during 2003. The second loan for
$104,000 was subsequently brought current and renewed in January 2003. Our allowance for possible loan
losses was $2.9 miillion at December 31, 2002, representing 2.66% of total loans. We believe the current
allowance for loan losses is adequate to provide against potential losses that may reside in the loan portfolio.

We are pleased to report that our subsidiary, Pacifica Bank, successfully met or exceeded substantially all of
the requirements set forth in the Supervisory Directive dated March 27, 2002. The FDIC and the State
conducted a joint examination in late 2002 and acknowledged improvement in the condition of the Bank.
The regulators determined that the Bank should remain subject to a supervisory directive at least until the
next regulatory examination, which is expected to occur in the fourth quarter of 2603. As a result, the Bank
became subject to a revised Supervisory Directive (the “Directive”) dated February 25, 2003. The Directive
addresses a number of issues related to the Bank’s growth and loan quality. The Board of Directors and
management fully expect to be in compliance with the Directive throughout the year.




In June 2002, Pacifica authorized the sale of up to 8,000 shares at $1,000 per share of its Series A Preferred
Stock in a private placement to accredited investors, sophisticated investors, and non-U.S. persons. During
2002, we received subscriptions totaling $2.35 million from the offering of our Preferred Stock: $350,000 in
Series A-1 Perpetual Cumulative Preferred Stock, which is accounted for as equity capital; and $2 million in
Series A-2 Five-Year Cumulative Mandatory Redeemable Preferred Stock, which is accounted for as
subordinated debt. The Preferred Stock offering is currently suspended as we evaluate our ongoing capital
and funding needs to determine whether to issue any additional Preferred Stock and, if so, in what amounts.

In addition to improving our financial condition, the accomplishments of the Company over the past year
include:
" o The Board of Directors hired Mr. John A. Kennedy, a 30 year banking veteran, as the President and
Chief Executive Officer to lead the Company; . ' '
o We improved our Credit Administration process and improved credit quality;
e  We placed a new emphasis on management communications and planning, which has instilled a
“team” atmosphere throughout the Company; |
o We achieved substantial loan recoveries which enhanced our earnings;
e  We introduced online Bill Pay service to allow us to better serve our customers. We invite you to
. visit our website at www.pacificabank.com to find out more about us and to bank with us online.

We undertook a major restructuring of Pacifica Mortgage Company during the fourth quarter of 2002.
However, the restructuring did not sufficiently improve profitability of the Mortgage Company, and as a
result, we have made a decision to close the Mortgage Company effective March 31, 2003. The Company
continues to look at various other ways to increase income and cut operational expenses in order to improve
overall efficiency without losing our focus on customer service, regulatory compliance and credit quality.

Pacifica is one of the few local community banks that offers a wide complement of international services to
its customers. Our International Division continues to grow and expand its services to our customer base as
well as attract new clients. Correspondent bank relationships enable Pacifica to better serve our mutual
customers both locally and abroad.

Our brand‘slogan “we speak your language” is more than a motto at Pacifica. In addition to small and
medium-size business banking expertise, our employees also speak more than twelve Asian, European and
Middle Eastern languages to assist customers from all over the world. Our strength lies in the knowledge
and diversity of our officers and staff who understand our customers’ needs.

We begin 2003 looking forward to the opportunities and challenges ahead of us. Management has initiated
its strategic plans and is poised to move forward with continued growth and improved profitability. We
encourage you and your family, friends and business associates to take advantage of our many services and
to experience the Pacifica difference.

We extend our appreciation to Pacifica’s Board of Directors for their unselfish dedication, guidance and
support. We commend our officers and employees for professional excellence in serving the financial needs
of our customers. With the support and dedication of Pacifica’s Board, our management group and
employees, we are confident of continued improvements in 2003.

We thank you, our shareholders, for your continued support! We encourage your attendance at the Annual
Shareholders’ Meeting on May 20, 2003, at 6:00 p.m. On behalf of our directors, officers and employees,
we thank you for the confidence you have placed in Pacifica.

Best regards,

G S =

Lyle K. Snyder John A, Kennedy
Chairman of the Board President and Chief Executive Officer




Pacifica Bancerp, Inc.

Fhecr [ission

Pacifica provides financial solutions and services for local and international business. We create value
Jor our shareholders, customers and community through the dedicated, professional and innovative
performance of our employees.

Company Profile

Pacifica Bancorp, Inc. (“Pacifica” or the “Company”) is a bank holding company with two wholly-owned
subsidiaries, Pacifica Bank (the “Bank”) and Pacifica Mortgage Company (“Pacifica Mortgage”). The
Company was organized under the laws of the State of Washington in October 2000 and is headquartered in
Bellevue, Washington. Our primary market area is King County, Washington, and we focus primarily on
financial service solutions for small businesses, professionals and consumers.

Founded in October 1998, the Bank offers a full range of commercial banking services and is a fast growing
community bank. We reorganized into a holding company structure effective january 1, 2001, and financial
and operational data for dates and periods ending prior to the reorganization reflect only the operations of
the Bank. Pacifica Mortgage was incorporated on January 18, 2001 and offers a variety of residential loan
options to the residents of our service area. The Company has steadily grown its assets over the first four
years of operations. Cur total assets have grown from $39 million at December 31, 1998 to $165 million at
December 31, 2002. We are committed to exceeding customer expectations by building loyal relationships
through products and services of high quality and value. The Company currently has its head office in the
central business area of Bellevue, Washington and a new office in the international district of Seattle,
Washington.

The Company achieved earnings of $108,000 or $0.03 per diluted share for 2002, compared to a net loss of
$(2.97) million, or $(0.91) per diluted share for 2001, and a net income of $878,000, or $0.24 per diluted
share for 2000. Exclusive of a $603,000 transfer into earings from a reduction of the allowance for loan
losses resulting from higher than anticipated net recoveries on previously charged off loans, our operating
results would have shown a net loss of ($495,000) or ($0.15) per share. A more thorough discussion of our
financial performance appears in the section entitled “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” beginning at page 9. Our recent and continuing performance
demonstrates management’s continuing efforts to enhance credit administration, to build on the foundation
and growth the Company has achieved and apply the Pacifica management strategies to build up capital and
increase shareholder value.

Our staff represents a diverse group of cultures and expertise, which we believe allows us to speak our
customers’ language. At Pacifica, we constantly review our products and services to provide our customers
more service options and better quality. We work as a team to make our bank the community bank of
choice.
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PART I

The following discussion includes “forward-looking statememnts” within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended, (the “Exchange Act”). Forward-looking statements are based on
management’s beliefs and assumptions based on currently available information, and we have not undertaken
to update these statements except as required by the Exchange Act, and the rules promulgated thereunder.
Other than statements of historical fact regarding our financial position, business strategies and management’s
plans and objectives for future operations are forward-leoking statements, When used in this report, the words
“amticipate,” “believe,” “estimate,” “expect,” and “intend” and words or phrases of simifar meaning, as they
relate to Pacifica or management, are intended to help identify forward-locking statements. Although we
believe that management’s expectations as reflected in forward-locking statements are reasonable, we cannot
assure readers that those expectations will prove to be correct. Forward-looking statements are subject to
various risks and uncertainties that may cause sur actual results to differ materially and adversely from our
expectations as indicated im the forward-locking statements and these variations may be both material and
adverse. These risks and uncertainties imclude the fact that we are operating under specific regulatory
limitations that limit our ability to grow our business and may require us to take measures that reduce our
profitability and may adversely impact our financial condition., We also face risks associated with the
geographic concentration ef our customers, our ability to maintain or expand ocur market share or net interest
margins, and competitive and economic issues that impact our ability to implement our marketing and growth
strategies. Further, actual results may be affected by cur ability to compete on price and other factors with
other financial institutions; customer acceptance of new products and services; the regulatory environment in
which we operate; and general trends in the local, regionzl and national banking industry, and the events of
September 11, 20¢1 and its aftermath, as those factors relate to our cost of funds and return on assets. In
addition, there are risks imherent im the banking industry relating te collectibility of loans amd changes in
imterest rates. Many of these risks, as well as other risks that may have a material adverse impact on our
operations and business, are identified in cur other filings with the FDIC and those identified from time to time
in our filing with the SEC. However, you should be aware that these factors are not an exhaustive list, and you
should not assume these are the only factors that may cause our actual results to differ from our expectations.
In addition you should mote that we do met intend to update any of the forward-looking statements or the
uncertainties that may adversely impacted those statements.

ITEM 1. BUSINESS

General

Pacifica Bancorp, Inc. (“Pacifica” or the “Company”) is a bank holding company with two wholly owned
subsidiaries, Pacifica Bank (the “Bank™) and Pacifica Mortgage Company (“Pacifica Mortgage™). The
Company was organized under the laws of the State of Washington in October 2000 and is headquartered in
Bellevue, Washington.

At a special shareholders’ meeting held on December 14, 2000, shareholders of the Bank voted for the Plan
and Agreement of Reorganization (the “Plan™) to reorganize the Bank as a wholly-owned subsidiary of a
bank holding company, including a two-for-one stock split. Upon the approval of the Federal Reserve Bank
of San Francisco and the Washington State Department of Financial Institutions, Division of Banks (the
“Department”), the Plan became effective on January 1, 2001 and the Company became the Bank’s parent
company. Upon reorganization, the Bank became a wholly-owned subsidiary of the Company and each
outstanding whole share of Bank common stock was exchanged for two shares of the Company’s common
stock. Financial and operational data for dates and periods ending before the reorganization reflect only the
financial information and business operations of the Company. Pacifica Mortgage Company, a wholly-
owned subsidiary of the holding company, was formed on January 18, 2001 to offer a variety of residential
loan options to the residents of our service area. As discussed in more detail blow, in February 2003, the
Board of Directors made a decision to close the mortgage company effective March 31, 2603. Our Internet
website address is http:/www.pacificabank.com. We intend to make our Securities Exchange Act reports
available free of charge on our Internet website beginning this year. Our reports can also be obtained
through the Securities and Exchange Commission’s (the “SEC”) EDGAR database at http://www.sec.gov.




The contents of our Internet website are not incorporated into this report or into any other communication
delivered to security holders or furnished to the SEC.

The Bank is a Washington state-chartered commercial bank, the deposits of which are insured by the
Federal Deposit Insurance Corporation (the “FDIC”). The Bank commenced banking operations in October
1998. ’

The Company offers a full range of commercial banking services primarily to customers in the Bellevue and
Seattle, Washington business districts. Pacifica’s marketing strategy and general business plan are similar
to strategies that have proven successful in similar situations involving new banks organized in the Pacific
Northwest during the last several years. Pacifica targets small to mid-sized businesses, professionals,
various Asian communities and companies doing business in Asia for commercial banking services because
we believe these groups may be currently under-served by other financial institutions.

Pacifica’s goal is to exceed customer, sharcholder and community expectations in dedication,
professionalism and innovation. Management constantly reviews our products and services and those of our
competitors in order to provide customers more service options and better quality. We launched our new
Internet online banking service in December 2001 and Online Bill Pay service in September 2002. In
addition, recent banking legislation allows affiliations among securities, insurance, banking and other
financial companies and provides for the creation of financial holding companies and financial subsidiaries.
If an appropriate opportunity is presented and if, when that. opportunity arises, we meet applicable
regulatory requirements, Pacifica may elect to become a financial holding company. We also may consider
further growth through branch expansion or acquisition into other geographic and product line markets as
new opportunities arise.

The Company opened a branch office in Seattle in December 2001 and management’s assessment is that the
opening was well received by the local community. This allows Pacifica to expand its network and better
service our customers in Seattle’s industrial and downtown areas as well as the international district. New
branches do not generally become profitable for a period of time after opening, and our experience in Seattle
has been no exception to this principle. Currently, our Seattle Office is ahead of budget. Management
believes that the Seattle Office has made satisfactory progress since its opening and expects it to become
profitable in 2003.

In August 2002, Pacifica’s founding President, Chairman and Chief Executive Officer, Mr. Jeffery C. Low,
departed the Company to pursue other interests. At that time, the Board of Directors appointed Mr. Lyle K.
Snyder to serve as the chairman of Pacifica and its subsidiaries, and to lead the board in its recruitment of a
new Chief Executive Officer. Mr. Snyder has served as an independent director of the Company and its
subsidiaries since their respective inceptions. Mr. Snyder is a business and engineering consultant, real
estate investor and previously was the president and owner of Snyder Industries, Inc. In September 2002,
Mr. John A. Kennedy joined the Company as the Chief Executive Officer and President of the Company and
the Bank. He currently serves as a Director of the Company and its subsidiaries. Mr. Kennedy previously
served as a director of the Bank between 1998 and 2000, until resigning to take an executive position with
HomeStreet Bank in their business banking division in 2000. Mr. Kennedy has over 28 years of executive
banking experience. His career has included senior positions with Bank of America, United CA Bank (a
predecessor to First Interstate), Bank of Scotland (New York office), and the Manager and SVP of Hong
Kong and Shanghai Bank’s Seattle Office for 13 % years. In addition, from 1997 to 2000, Mr. Kennedy
served as Executive Director and as a board member of the World Trade Center of Tacoma. Mr. Kennedy
was the board chairman of the Washington State International Trade Fair, and has served as a board member
on the Washington Council of International Trade, the World Trade Center Tacoma, and the Washington
State China Relations Council. Mr. Kennedy has also served as an advisory board member at North Seattle
Community College and Pacific Lutheran University in their International and China studies programs.

Separately, Mr. Rob Robinson was promoted to Chief Credit Officer of the Bank in July 2002.
Mr. Robinson has over thirty years of banking experience. He has been with the Bank since April 2001 and
previously served as Senior Vice President and Chief Credit Quality Officer.
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In connection with the recent changes in senior management discussed above, Pacifica has conducted an
organizational restructuring aimed at reducing costs, improving credit quality, and reorganizing its
commercial loan product delivery in order to improve service to our commercial customers.

We also undertook a major restructuring of Pacifica Mortgage Company in which we increased the
subsidiary’s loan generator-to-production staff ratio while still decreasing its total employees. The
restructuring did not sufficiently improve profitability of the mortgage company, and as a result, we have
made a decision to close the mortgage company effective March 31, 2003.

Given our shift in focus to improving asset quality, increasing earnings and growing capital, as well as the
requirements and restrictions imposed by the supervisory directive under which we are operating (as
discussed beginning at page 5 below), we expect our rate of loan and deposit growth to slow from the rates
we experienced in the first three years of operations. In addition, due to the slower loan demand resulting
from a weaker economy and our anticipated loan payoffs, we expect our current asset size to increase only
slightly during 2003. The Company continues to look at various other ways to increase income and cut
operational expenses in order to improve overall efficiency without losing our focus on customer service,
regulatory compliance and credit quality.

Pacifica Bancorp, Inc. and Pacifica Bank Board of Directors and Officers
See inside cover of the annual report.

Market Area

The primary market area from which we attract the majority of our customers is King County, Washington.
Pacifica has its main office in the central business district of Bellevue, Washington, located approximately
10 miles east of Seattle, and we opened a new branch office in downtown Seattle in December 2001. We
also attract customers from the greater Bellevue area, the greater Seattle area and from communities along
the 1-5 corridor from Everett to Olympia, Washington. Pacifica’s market area has undergone significant
business diversification, and the regional economy experienced strong growth and stability during the
1990s, fueled largely by the technology and aerospace sectors. However, the regional economy slowed
noticeably during 2001, with a number of large employers, including Boeing, the largest employer in the
Pacific Northwest, announcing layoffs and other workforce reductions. During 2002, Pacifica’s market area
continued to feel the effects of the country’s overall economic slowdown, which appears to have been
particularly pronounced in the Pacific Northwest, including unemployment levels above the national
average. The region is experiencing slow growth and recovery and management expects that to continue
into 2003.

Competition

The Company operates in a highly competitive environment, competing for deposits, loans and other
financial services with both banking and non-financial institutions. Competition among financial
institutions in Pacifica’s primary market area is diverse, with the strongest competition coming from
commercial banks, savings banks, savings and loan associations and brokerage firms.

Our banking competitors include national and super-regional banks, as well as a number of regional and
community banks. Major banks have competitive advantages over Pacifica in that they have high public
visibility and are able to maintain advertising and marketing activity on a much larger scale than Pacifica.
Since single borrower lending limits imposed by law are dependent upon the capital of a banking institution,
the branches of larger banks with substantial capital bases also are at an advantage with respect to loan
applications that exceed Pacifica’s legal lending limit. However, these larger institutions generally serve a
different customer base than that targeted by Pacifica, thus management believes we can compete
effectively based upon our marketing plan, which targets small businesses, professionals and consumers
who demand better service and more personalized products than larger institutions are willing to provide to
small customers.




Owing in part to this phenomenon, our management expects the number of start-up community banks to
increase because of the specialized service that such banks offer to potential customers. This shift likely
will result in significant challenges to existing banks, including Pacifica, to maintain the competitive level of
their products and services, and an increase in competition with community banks will require us to focus
carefully on customer service while maintaining asset mixes and interest rate combinations that may limit
our profitability.

In order to compete with other financial institutions in our primary market area, whenever possible, Pacifica
uses, the flexibility that is accorded by being a locally-owned and managed community bank. Pacifica
emphasizes personal, professional, responsive, accessible, international, flexible and innovative service.
Loan and consumer banking products and services are packaged so that Pacifica’s loan, deposit and fee
structures are competitive with the rest of the industry.

Management believes bank competition may change dramatically over the next several years as the major
regional banks continue to consolidate. Large financial institutions may provide incentives for their
customers to rely less on personal service and more on electronic banking. We see Internet banking as
another medium of service in addition to the traditional face-to-face approach. We believe the effective use
of technology is an important competitive tool and plan to continue using internet banking to build on our
strengths, without sacrificing a personal approach, flexibility and convenience.

We will continue to experience increased competition from non-banking companies especially in light of the
recent changes in federal banking laws that eliminate certain barriers between banking and commercial
firms.

Employees

At December 31, 2002, the Company employed 56 full-time employees, a reduction of 18% as compared to
December 31, 2001. None of our employees are represented by a collective bargaining group. Management
considers its relationship with employees to be satisfactory.

Regulation and Supervision

General

The Company is a bank holding company within the meaning of the Bank Holding Company Act of 1956
(“BHC Act”) registered with and subject to examination by the Board of Governors of the Federal Reserve
System (the “FRB™). The Bank is a Washington state-chartered commercial bank and is subject to
examination, supervision and regulation by the Department and by the FDIC, which insures the Bank’s
deposits.

Banking is a highly regulated industry. Pacifica’s eamnings and activities are affected by legislation, by
actions of the FRB, the Department, the FDIC and other regulators, and by local legislative and
administrative bodies and decisions of courts in Washington State. That legislation and regulation, as well
as the supervisory directive discussed below, do and will continue in the future to:

= limit Pacifica’s ability to pay dividends;

= impose additional requirements on the making, enforcement and collection of consumer loans;

limit or expand Pacifica’s permissible activities, including Pacifica’s ability to sell mutual funds
and other uninsured investment products to customers;

= limit the finance charges or other fees or charges Pacifica can earn in such activities;

= increase Pacifica’s cost of doing business by changing the laws and regulations governing the
operations and taxation of banks and other financial institutions;
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= affect the competitive balance between banks and other financial and non-financial institutions;
or

= further regulate banking and financial services.

The likelihood of any such changes and their impact on us are impossible to predict. There can be no
assurance whether any legislation or regulation will place additional limitations on Pacifica’s operations or
adversely affect Pacifica’s earnings. The earnings of Pacifica are also affected by general economic
conditions and the conduct of monetary policy by the U.S. government.

Supervisory Directive

As a result of the September 2001 examination by the FDIC and the Washington State Department of
Financial Institutions, Division of Banks (the “Department”), the Bank became subject to a Supervisory
Directive dated March 27, 2002. In response to the Supervisory Directive, management prepared action
plans, formed an Asset Quality Committee, and took other steps to improve credit quality, monitor capital
ratios, maximize earnings and promote stability during 2002. The Bank successfully met or exceeded
substantially all of the requirements set forth in the Supervisory Directive, including the requirements
regarding Tier I Leverage Capital ratio and the targeted level of classified assets as of December 31, 2002.
The FDIC and the State conducted a joint examination in late 2002 and acknowledged improvement in the
condition of the Bank. The regulators determined that the Bank should remain subject to a supervisory
directive at least until the next regulatory examination, which is expected to occur in the fourth quarter of
2003. As a result, the Bank became subject to a revised Supervisory Directive dated February 25, 2003
(together with the March 27 directive, the “Directive”). The Board of Directors and management fully
expect to be in compliance with the Directive throughout the year.

The revised Directive addresses a number of issues related to the Bank’s growth and loan quality, by:

e temporarily limiting the Bank’s ability to declare or pay dividends, which will limit the Company’s
ability to derive income from that subsidiary;

e temporarily limiting the Bank’s maximum asset size to $180 million;

e requiring the Bank’s Tier [ Leverage Capital ratio to be maintained at 8% or greater and maintain a
“well-capitalized” designation as defined by FDIC regulations; and

o requiring the Bank to reduce classified loans by a specified amount before each quarter-end of 2003.

Recent Reform Legislation

Congress enacted major federal financial institution legislation in 1999. Among other things, the legislation
allows certain affiliations among securities, insurance, banking and other financial companies and provides
for the creation of financial holding companies and financial subsidiaries.

Affiliate Transactions

Federal law imposes certain restrictions on transactions between insured depository institutions and their
nonbank subsidiaries. With certain exceptions, federal law also imposes limitations on, and requires
collateral for, extensions of credit by insured depository institutions to their nonbank affiliates. As an
insured depository institution, the Bank is subject to these restrictions and limitations.

Branching and Interstate Acquisitions

Federal law allows (a) banks in states that do not prohibit out-of-state mergers to merge with the approval of
the appropriate federal banking agency, and (b) state banks to establish de novo branches out of their state if
such branching is expressly permitted by the other state.




Banking Activities

Federal and Washington state law and regulations govern the Bank’s minimum capital requirements,
required reserves against deposits, investments, loans (including loans to directors, officers and principal
shareholders), legal lending limits, mergers and consolidations, borrowings, payment of dividends,
establishment of branches and other aspects of its operations. The Department and the FDIC also have
extensive authority to prohibit banks under their supervision from engaging in what they consider to be
unsafe and unsound practices.

Capital Adequacy Requirements

The FDIC has adopted regulations establishing minimum requirements for the capital adequacy of insured
banks which address both risk-based capital and leverage capital. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Capital.” The FRB has also established capital
adequacy requirements for bank holding companies similar to those for banks.

Reports and Examipations

Pacifica is required to file periodic reports with the FDIC, the FRB and the Department and is subject to
periodic examinations and evaluations by those regulatory authorities. These examinations must be
conducted every 12 months, except that the FDIC may examine certain well-capitalized banks every 18
months. It is the policy of the Department to conduct joint examinations with the FDIC whenever possible.

Priority of Claims

In the liquidation or other resolution of a failed insured depository institution, deposits in offices and certain
claims for administrative expenses and employee compensation are afforded a priority over other general
unsecured claims, including non-deposit claims. Such priority creditors would include the FDIC, which
succeeds to the position of insured depositors.

Securities Reporting

Pacifica is subject to the information, proxy solicitation, insider trading restrictions and other requirements
of the Securities Exchange Act of 1934, Prior to December 31, 2000, the Bank filed recurring reports under
the Securities Exchange Act with the FDIC’s Registration, Disclosure and Securities Information Unit.
After that date, all recurring reports relating to Pacifica Bancorp Inc. are filed with the Securities and
Exchange Commission and are available on the SEC’s EDGAR database at http://www.sec.gov.

USA Patriot Act of 2001

Under the USA Patriot Act of 2001, adopted by the U.S. Congress on October 26, 2001 to combat terrorism,
FDIC insured banks and commercial banks will be required to increase their due diligence efforts for
correspondent accounts and private banking customers. The USA Patriot Act requires the Bank to engage in
additional record keeping or reporting, requiring identification of owners of accounts, or of the customers of
foreign banks with accounts, and restricting or prohibiting certain correspondent accounts.

Sarbanes-Oxley Act of 2062

On July 30, 2002, the President signed into law the Sarbanes-Oxley Act of 2002 (the “Act”) implementing
legislative reforms intended to address corporate and accounting fraud. The Act which applies to any issuer
that has securities registered, or that is required to file reports, under the Securities Exchange Act provides
significant revisions to the U.S. securities laws. Among other things, the Act and the accompanying
regulation include the following:

Certification and Accountability: The Act requires chief executive officers and chief financial officers or
their equivalent, to certify to the accuracy of periodic reports filed with the SEC, subject to civil and
criminal penalties if they knowingly or willfully violate this certification requirement.




Criminal Penalty Enhancement: Longer prison terms will also be applied to corporate executives
who violate federal securities laws, the period during which certain types of suits can be brought
against a company or its officers has been extended, and bonuses issued to top executives prior to
restatement of a company’s financial statements are now subject to disgorgement if such
restatement was due to corporate misconduct. Executives are alsg prohibited from insider trading
during retirement plan “blackout” periods, and loans to company executives are restricted. In
addition, a provision directs that civil penalties levied by the SEC as a result of any judicial or
administrative action under the Act be deposited to a fund for the benefit of harmed investors.

Enhanced Financial Disclosures and Reporting Requirements: The legislation accelerates the time
frame for disclosures by public companies and insiders, as they must more promptly disclose any
material changes in their financial condition or operations. Directors and executive officers must
also provide information for most changes in ownership in a company’s securities within two
business days of the change.

Audit Committee Independence Requirements: The Company anticipates that the SEC will adopt
the proposed rules regarding audit committee independence as final rules on, or around, April 26,
2003. The final rules will direct all national securities exchanges and national securities
associations, including NYSE and Nasdaq, to prohibit the listing of any security of an issuer that is
not in compliance with the audit committee requirements set out in the proposed rules. These rules
are not applicable to the Company since the Company’s stock is not listed on a stock exchange.

Financial Expert: The Act also requires issuers to disclose whether at least one member of the audit
committee is a “financial expert” (as such term will be defined by the SEC) and if not, why not.
The Company is not required to disclose whether at least one member of its audit committee is a
“financial expert” in this report; however, the Company will be required to make such a disclosure
in its next annnal report for fiscal year ending 2003,

Code of Ethics: The Act also requires issuers to disclose whether they have adopted a code of
ethics for their senior financial officers, and if not, the reason therefore, as well as any changes to,
or waiver of, any provision of, that code of ethics. The Company is not required to disclose whether
it has a code of ethics in place for its senior financial officers in this report; however, the Company
will be required to make such a disclosure in its next annual report for fiscal year ending 2003.

ITEM 2. PROPERTIES

Pacifica’s banking and mortgage operations and administrative functions are carried on at its main office,
located in the Skyline Tower, 10900 NE 4™ Street, Bellevue, Washington 98004, in the central business
district of Bellevue. Pacifica’s Seattle Office is located at 705 5™ Avenue South, Seattle, Washington
98104. Pacifica currently leases approximately 26,643 square feet for operations of the Bank and Pacifica
Mortgage Company and does not plan to rent additional space during 2003.

ITEM 3. LEGAL PROCEEDINGS

From time to time, Pacifica may be a party to routine litigation incidental to its business. Pacifica is not
currently a party to any litigation, the adverse determination of which would be likely to have a material
adverse effect upon its business operations or assets.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.




PART I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Initial Offering; Holding Company Reorganization

From June 1998 through January 1999, the Bank sold and issued 1,507,064 shares of common stock in
connection with its initial unregistered offering. Effective January 1, 2001, each share of the Bank’s
common stock was exchanged for two shares of the Company’s common stock pursuant to the plan of
reorganization that provided for the formation of Pacifica and the reorganization of the Bank into a holding
company structure. Also effective on January 1, 2001 the Bank became a wholly-owned subsidiary of the
Company. Upon closing of the reorganization, the Company had 3,258,208 shares of common stock
outstanding.

Market for Commeon Equity

Pacifica’s stock is not listed on any exchange or quoted on any inter-dealer quotation system or traded on an
over-the-counter market. We have not been notified that any broker makes a market in Pacifica’s common
stock, and sales are minimal. Due to the limited information available, the following price information may
not accurately reflect the actual market value of Pacifica’s shares. The following are the high and low sale
prices for Pacifica’s stock sold between individual investors in transactions known to Pacifica, during 2002
and 2001 as adjusted for the two-for-one stock split effected in connection with the reorganization on
January 1, 2001.

Years Ended December 31,

2002 2001 2000
High Low High Low High Low
First quarter $ 600 § 5.50 $ 10.00 § 9.25 $ 925  § 9.20
Second quarter 8.00 5.00 10.00 10.50 9.25 9.13
Third quarter 6.50 6.25 11.05 9.00 9.25 9.25
Fourth quarter 5.10 475 11.00 8.00 10.00 8.00
2002 2001 2000
Total shares traded 197,864 121,707V 82,960 @

(1) Exclusive of the exercise of stock options by existing and former employees totaling 43,080 shares at $5.00 per share.

(2) Exclusive of the exercise of stock options by existing and former employees totaling 21,440 shares at $5.00 per share, as
adjusted for the two-for-one stock split, during the year.

As of December 31, 2002, Pacifica’s common stock was held of record by approximately 580 sharehdlders,
a number that does not include beneficial owners who hold shares in “street name.”

Dividends

Federal and applicable state banking laws and regulations limit the Bank’s ability to pay dividends to the
Company, and as a result, those laws and regulations indirectly limit the Company’s ability to meset its
expenses or to pay dividends to shareholders. On January 30, 2001, the Company adopted a dividend policy
that provides that the Board of Directors will declare dividends only if the Company is considered to have
adequate capital and strong earnings. The Company plans to retain earnings to support planned growth over
the near term and does not anticipate paying dividends in the foreseeable future. As discussed in
“Description of Business - Regulation and Supervision” above, we presently are operating under a
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supervisory directive that, among other things, limits the Bank’s ability to pay dividends to the Company
which in turn limits the Company’s ability to pay dividends to shareholders

Stock Option Plans

In order to attract and retain highly qualified personnel, the Company has adopted the Bank’s Employee
Stock Option Plan (the “Option Plan”), which was approved by the Bank’s shareholders in 1998 and by
Pacifica’s shareholders in April 2001. At the time of approval, 1,000,000 shares of common stock (adjusted
for the 2-for-1 split as a result of the reorganization effective January 1, 2001) were reserved for issuance
under the Option Plan. Upon closing of the reorganization, each outstanding and unexercised option to
purchase one share of the Bank’s common stock was converted to an option to purchase two shares of the
Company’s common stock on substantially the same terms as the Option Plan. Also in connection with the
reorganization, the Option Plan was amended to cover issuances of future options by the Company, and
otherwise continues in form and substance similar to the Option Plan in effect before the reorganization. The
Option Plan is administered by the Board of Directors of Pacifica (or a committee thereof). At the 2002
Annual Meeting of Shareholders, Pacifica shareholders approved an amendment to the Option Plan, which
increased the total number of shares available for issuance under the Option plan by 200,000 to 1,200,000.

ITEM 6. SELECTED FINANCIAL DATA

See inside cover of this Annual Report for a tabular presentation of selected audited consolidated financial
data for each full year that Pacifica has been in operation. The historical operating results are not
necessarily indicative of the results to be expected for any other period. The data set forth below should be
read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and the Company’s consolidated financial statements and related notes, included elsewhere in
this Annual Report. Note also that data presented for dates and periods ending prior to the holding company
reorganization reflect only the financial condition, results of operation and other financial information
concerning the Bank.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the Financial Statements and
Notes thereto presented elsewhere in this report.

Overview

Nete: The holding company reorganization was effected January 1, 2001. Financial information prior to
January 1, 2001 represents Bank operations only.

During our fourth full year of operation, we shifted our focus from rapid growth to improving asset quality,
increasing earnings and growing capital. As a result, our rate of growth slowed from the rates experienced
in the first three years of operations. Total assets were $164.7 million at December 31, 2002, a decrease of
4% from $171.4 million at December 31, 2001. This decrease was primarily attributable to the decreases in
cash and investments resulting from a reduction in deposits. Gross loans were $109.7 million at December
31, 2002, an increase of 4% compared to $105.9 million at the end of 2001. Securities decreased 32% to
$22.5 million at year-end 2002, from $33.2 million at the end of 2001. Deposits decreased from $156.0
million at December 31, 2001 to $148.3 million at year-end 2002, a decrease of $7.7 million, or 5%, during
2002. This reduction is due in part to the relatively poor prevailing interest rate environment and the general
economic conditions facing our customers, and in part to our efforts to improve the interest margin, monitor
our asset size and increase our loan-to-deposit ratio by reducing our time deposits in response to the
Supervisory Directive under which we are operating (See “Supervision and Regulation — Supervisory
Directive” beginning at page 5 above). Our net income increased to $108,000, or $0.03 per share, in 2002,
including a $603,000 transfer into earnings from a reduction of the allowance for loan losses. The reduction
of the allowance for loan losses resulted from higher than anticipated net recoveries in 2002 on previously
charged off loans and is discussed in more detail below under “Analysis of Provision and Allowance for
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Loan Losses.” Exclusive of the $603,000 transfer from the allowance for loan losses, our 2002 operating
results would have shown a net loss of ($495,000) or ($0.15) per share. This performance compares with a
loss of ($2.97 million) in 2001 and a profit of $878,000 in 2000. Shareholders’ equity increased to $12.2
million at the end of 2002 from $11.8 million at December 31, 2001. Our capital ratios are at levels above
the federal regulatory criteria for well-capitalized institutions. The decline of our capital and various other
ratios were primarily the result of a ($2.97) million net loss in 2001.

Return on average assets (ROA) was 0.07% for the year 2002, (1.84%) for 2001, and 0.79% for 2000.
Return on average stockholders’ equity (ROE) was 0.92% for 2002, (19.53%) for 2001, and 6.15% for
2000. The Bank’s average equity to average assets ratio was 7.25%, 9.41% and 12.91%, respectively, for
2002, 2001 and 2000. The improvement in ROA and ROE were due primarily to the net income we had in
2002 while the various performance ratios were negatively affected by the ($2.97) million loss in 2001. The
loss in 2001 significantly increased the average balance of the accumulated deficits for 2002, which lowered
the average equity balance for 2002. Therefore, our average equity to average assets ratio was lower in
2002 as compared to 2001. We expect our rate of growth to slow from the rates we experienced in the first
three years of operations and our focus continues to be on improving asset quality and increasing earnings.

Results of Operations

Pacifica’s results of operations depend to a large degree on its net interest income. Net interest income is the
difference between interest income, principally from loan and investment securities portfolios, and interest
expense, primarily on customer deposits and borrowings. Changes in net interest income are influenced by
the level and relative mix of interest-earning assets and interest-bearing liabilities. Interest income and
expense are affected significantly by general economic conditions, particularly changes in market interest
rates, and by government policies and the actions of regulatory authorities.

Pacifica also generates non-interest income, primarily through mortgage loan commissions, service charges,
fees and other sources. The primary components of Pacifica’s operating expenses are compensation and
employee benefits expense, and occupancy expense.

Pacifica reported net income of $108,000, or $0.03 per diluted share for 2002, compared to a net loss of
'$(2.97) million, or $(0.91) per diluted share for 2001, and a net income of $878,000, or $0.24 per diluted
share for 2000. Earning assets and interest-bearing liabilities both increased during 2002 while the
corresponding yields both decreased. Results of operations for the year 2002 significantly improved from
2001. The improvement was due primarily to (i) a $603,000 transfer of excess funds from the allowance for
loan losses account into earnings, while in the same period of 2001, we increased the provision for loan
losses by $4.6 million; and (ii) a higher net interest margin resulting from the lower cost of funds due to the
repricing of time certificates of deposits. Excluding the reduction in the allowance in 2002 we would have
experienced a net loss of ($495,000) or ($0.15) per share. See below under “Analysis of Provision and

Allowance for Loan Losses” for a discussion of the significant changes in the allowance during 2001 and
2002.

Net Interest Income

Net interest income is the difference between total interest income and total interest expense. Changes in net
interest income are affected by several factors, including changes in average balances of earning assets and
interest-bearing liabilities, changes in rates on earning assets and rates paid for interest-bearing liabilities,
and the level of noninterest-bearing deposits and stockholders’ equity. As Pacifica’s balance sheet grows,
its larger asset base has generated more total interest income. Loans are the highest-yielding component of
Pacifica’s eamning assets. Since inception, Pacifica has experienced strong loan demand. Loans averaged
69% of Pacifica’s total interest-earning assets during 2002, compared to 71% during 2001.
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Our summary average balance sheet and net interest income data for the periods are as follows:

(Dollars in thousands)

2002

2001

ASSETS

Average
Balance

Interest

Earned/Paid

Rate/
Yield

Average Interest
Balance Earned/Paid

Interest-earning assets
Loans

Commercial $ 42,773 § 2,836 6.63% 46,248 § 3,736
Real estate 65,634 5,103 7.77% 62,639 5,588
Consumer 1,757 101 5.75% 3,442 242
Total loans 110,164 8,040 7.30% 112,329 9,566
Fees on loans (407) 567 (479) 643
Total loans, net of fees 109,757 8,607 7.84% 111,850 10,209
Receivable 321 17 5.30% - -
Investments :
Taxable 22,268 1,064 4.78% 23,749
Tax-exempt - - - -
Total investments 22,268 1,064 4,78% 23,749
Interest-earning deposits with banks 22,636 374 1.65% 18,546
Federal funds sold 4,001 62 1.55% 3,354
Federal Home Loan Bank stock 238 14 0 261
Cash equivalent and FHLB stock 26,875 1.68% 22,161
Total interest-earning assets 159,221 6.37% 157,760
Noninterest-earning assets
Cash.and due from banks 2,769 3,000
Premises and equipment, net of depreciation 2,579 1,257
Other, less allowance for loan losses (2,590) (694)
Total noninterest-earning assets 2,758 3,563
TOTAL ASSETS $ 161,979 161,323
LIABILITIES AND STOCKHOLDERS' EQUITY
Interest-bearing liabilities
Deposits
NOW, savings and money market accounts $ 40,606 $ 785 1.93% 35421 % 1,261 3.56%
Time deposits < $100,000 15,530 547 3.52% 16,667 988 5.93%
Time deposits = $100,000 77,394 2,812 3.63% 79,669 4,744 5.95%
Total interest-bearing deposits 133,530 4,144 3.10% 131,757 6,993 5.31%
Other short-term borrowed funds 1,345 71 5.28% 580 28 4.83%
Mandatory redeemable preferred stock 841 74 8.80% - - -
Total interest-bearing liabilities 135,716 4289 3.16% 132,337 7,021 5.31%
Noninterest-bearing liabilities
Demand deposits 12,875 11,250
Other liabilities 1,648 2,557
14,523 13,807
Stockholders' equity 11,740 15,179
TOTAL LIABILITIES AND EQUITY $ 161,979 161,323
Net interest income and net interest spread $ 5,849 3.21% 3 5,286 2.50%
Net interest margin (net interest income/earning assets) 3.67% 3.35%
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Net interest income before provision for loan losses for the year 2002 increased by $563,000, or 11%, to
$5.9 million, compared to a decrease of $199,000, or 4% to $5.3 million in 2001. The increase in net
interest income in 2002 reflects the effect of the repricing of time certificates of deposit to a lower average
rate over time coupled with an increase in interest-earning assets and a decrease in average yield on interest-
earning assets. On both dollar-for-dollar basis and percentage basis, interest-earning assets increased slower
than interest-bearing liabilities during 2002. Compared with 2001, average interest-earning assets increased
approximately §1.5 million, or 1%, to $159.2 million while average interest-bearing liabilities increased
$3.3 million, or 2%, to $135.6 million. Due to the lower yield on interest-earning assets in 2002 as
compared to 2001, total interest income for 2002 decreased $2.2 million, or 18%, from 2001. Meanwhile,
the repricing of time certificates allowed us to lower our cost of funds. Total interest expense for 2002
decreased $2.7 million, or 39%, as compared to 2001. The decrease in net interest income in 2001 reflects
the impact of rate changes on prime-based loans and the lag in repricing of time certificates of deposit. On a
dollar-for-dollar basis, interest-earning assets increased more than interest-bearing liabilities during 2001.
Compared with 2000, average earning assets increased approximately $50.7 million, or 47%, to $157.8
million while average interest-bearing liabilities increased $46.5 million, or 54%, to $132.3 million in 2001.
Given the current rate environment and the anticipated deployment of cash into loans and/or investments,
we expect net interest margin and net interest income to increase slightly during 2003.

Net interest margin (net interest income divided by average earning assets) was 3.67% in 2002, compared
with 3.35% in 2001. The increase in net interest margin reflects the positive effect of our efforts to lower
the cost of deposits. The average yield on earning assets decreased to 6.37% during 2002 from 7.80% in
2001. Meanwhile, the average cost of interest-bearing liabilities for 2002 decreased significantly to 3.16%
from 5.31% 1n 2001.

The decrease in average yield on interest-earning assets is primarily due to the 475 basis point decline
during 2001 and an additional 25 basis point drop in 2002 in short-term interest rates. Our interest-earning
assets have been repricing more quickly than our interest-bearing liabilities and the effects to lower the cost
of deposits have lagged the effect of reduced loan and investment yields. Over the course of 2001 and 2002,
Pacifica has significantly lowered its cost of deposits, resulting in a positive impact on our net interest
margin. At December 31, 2002, Pacifica had $88.2 million in time certificates of deposits. Approximately
$29.5 million of those time certificates of deposit are expected to reprice in the first quarter of 2003, which
management believes will have a positive impact on our net interest margin for subsequent financial
quarters.

To a large extent, the asset yields and cost of funds reflect the level of interest rates as set by the Federal
Reserve Board and the competitive nature of the financial services industry. Currently, Pacifica’s assets tend
to track the prime rate and reprice more quickly than its liabilities. Therefore, net interest margin usually
increases in a rising interest rate environment. In contrast, Pacifica may experience decreasing net interest
income as a result of “rate squeeze” caused by this same principle in periods of falling interest rates, before
the repricing of interest-bearing liabilities catches up with the repricing of interest-earning assets.
Management continually monitors Pacifica’s mix of interest-earning assets and interest-bearing liabilities to
maintdin an appropriate balance. We also maintain programs to set floors on our loans to protect our
interest earnings.

Average loans (net of deferred loan fees) were approximately $109.8 million in 2002, down $2.1 million
from $111.9 million in 2001. Due to the amount of loan payoffs and slower growth in new loan originations
during the first half of 2002, total loans (net of deferred loan fees) as of year-end 2002 increased by 4% as
compared to year-end 2001, yet the average balance for the year was lower. The yield on the loan portfolic
(net of deferred loan fees) averaged 7.84% in 2002, compared to 9.13% in 2001. The decrease in loan yield
is consistent with the drop in interest rates. During 2002, average interest-bearing deposits were $133.5
million, an increase of $1.7 million compared to 2001. The cost of interest-bearing deposits decreased from
5.31% for 2001 to 3.10% for 2002.
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Income on investments, interest-earning deposits, Federal Home Loan Bank stock and federal funds sold
totaled $1.5 million in 2002, a decrease of $583,000, or 28%, when compared to 2001. The yield on
investments was 4.78% for 2002, as compared to 5.23% for 2001.

Rate/Volume Analysis. The dollar amounts of interest income and interest expense fluctuate depending

upon changes in interest rates and upon changes in amounts (volume) of Pacifica’s interest-earning assets
and interest-bearing liabilities. Changes attributable to: (i) changes in volume (changes in average
outstanding balances multiplied by the prior period’s rate); (ii) changes in rate (changes in average interest
rate multiplied by the prior period’s volume); and (iii) changes in rate/volume (changes in rate times the
change in volume that were allocated proportionately to the changes in volume and the changes in rate) were
as follows:

2002 vs 2001 2001 vs 2000

Increase/(decrease) due

Increase/(decrease) due to Total to Total -
(Dollars in thousands) Volume Rate Change Volume Rate Change
Interest income
Loans
Commercial 8 (266) $§ (634) § (900) § 1,323 % (1,238) $ 85
Real estate 258 (743) (485) . 1,290 (141) 1,149
Consumer (103) (38) (141) 45 (55) (10)
Interest income - loans (excluding fees) ) (111) (1,415) (1,526) 2,658 (1,434) 1,224
Fees on loans (77) - () 165 - 165
Interest income - loans (including fees) (111) (1,492) (1,603) 2,658 (1,270) 1,389
Investments
Taxable (75) (104) (179) 648 (248) 400
Tax-exempt - - - - - -
Total interest income - investments (75) (104) 179) 648 (248) 400
Interest-earning deposits with banks 131 (460) (330) 444 (269) 175
Federal funds sold 22 (93) (71) 1 (77) (76)
Federal Home Loan Bank stock “@ - 4) 2 - 2
Interest income-other 16 1 17 - - -
Interest income - other 165 (552) (387) 446 (346) 101
Total interest income 2n (2,148) (2,169) 3,752 (1,863) 1,889
Interest expense
Deposits
NOW, savings and money market accounts 164 (640) (476) 237 (335) o7
Time Deposits <$100,000 (63) (378) (441) 500 (32) 468
Time deposits > $100,000 (132) (1,800) (1,932) 1,908 (213) 1,694
Total interest expense on deposits 3D (2,817) (2,849) 2,645 (581) 2,065
Other borrowed funds 37 6 43 35 an 24
Mandatory redeemable preferred stock - 74 74 - - -
Total interest expense 6 (2,737) (2,732) 2,680 (592) 2,088
Net interest income $ 26) $ 589 § 563 $ 1,072 $ (1,271) § (199
Nowninterest Income

Noninterest income décreased by $1.5 million, or 51%, to $1.4 million in 2002, compared to an increase of
$2.5 million, or 595% in 2001. The decrease in 2002 was due primarily to the $1.7 million gain on the sale
of investment securities and derivatives recognized in 2001. Loan fee income, service release premium,
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discount and rebate income from Pacifica Mortgage totaled $827,000 in 2002, an increase of $175,000 or
27%, from $652,000 in 2001. International banking services and other fee income also increased as a result
of the successful expansion of the various Pacifica services and the increase in transaction volume.

The following table presents a breakdown of various components of Pacifica’s noninterest income for 2002,

2001 and 2000.

Years Ended December 31,
(Dollars in thousands) 2002 Change 2001 Change 2000

Gain on sale of securities and derivatives $ 43 $(1,689) $ 1,732 $ 1,732 $ -
Residential mortgage loan fee income 827 175 652 652 -
International trade finance fees 250 22 228 25 203
Service fees 117 15 102 50 52
Overdraft fees 73 (€)] 76 29 47
Credit card fees 1 (42) 43 7 36
ATM fees 12 ?) 14 (CH) 18
Other fee income 87 48 39 (20) 59

$ 1,410 $(1,476) $ 2,886 $ 2471 $ 415

Noninterest Expense

Noninterest expense increased $1.3 million, or 19%, in 2002, and $2.2 million, or 51%, in 2001. The

increase resulted primarily from the additional personnel costs and occupancy expense.

Set forth below is a schedule showing additional detail concerning increases in the Company’s noninterest

expense for 2002, 2001 and 2000:

Years Ended December 31,

(Dollars in thousands) 2002 Change 2001 Change 2000
Compensation and employee benefits $ 4874 $ 895 $ 3,979 $ 1,261 $ 2,718
Loan origination costs (345) (104) (241) 32 (273)
Net compensation and employee benefits 4,529 791 3,738 1,293 2,445
Occupancy expense 1,274 297 977 385 592
Professional services 329 1 328 135 193
B&O taxes 209 24 185 21 164
Data processing 179 93 86 (5) 91
Loan collection expense 158 2 156 156 -
FDIC assessment 144 121 23 1 22
Director fees 128 22 106 2 104
Telephone and data communications 109 31 78 21 57
Office supplies, stationary and printing 109 37 146 40 106
Travel and entertainment ‘ 93 (19) 112 (16) 128
Couriers, postage and mail service 92 - 92 15 77
Advertising, marketing and bank promotions 65 (55) 120 22 98
Other expenses 336 (12) 348 120 228

Total noninterest expense $ 7,754 $1,259 $ 6,495 $2,190 $ 4,305

Salaries and employee benefits expenses were approximately $4.5 million in 2002, compared to $3.7 million
in 2001 and $2.4 million in 2000. The increase in 2002 was due primarily to the salary and severance
payments to the Company’s former president and CEQO, and the growth in the number of employees during
the year. A significant reduction in the number of Company perscnnel and the associated expense was
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made during the fourth quarter of 2002, the full impact of which will be seen in 2003. We anticipate the
salary expense to decrease during 2603. The increase in 2001 as compared to 2000 was primarily a result of
the growth in the number of employees. Pacifica’s average number of employees was 62 for the year 2002,
compared with 55 and 40 for 2001 and 2000, respectively.

Occupancy and equipment expense was $1.3 million in 2002, $977,000 in 2001 and $592,000 in 2000, an
increase of $297,000, or 30% in 2002 and $385,000, or 65%, in 2001. The increase in occupancy and
equipment expense-was due primarily to the increase in building lease expense. Pacifica leased additional
office space in March and August of 2001, and June 2000. Lease expense for our Seattle Office, which was
opened in December 2001, accounted for the majority of the lease expense increase in 2002. We
renegotiated our main office lease in 2002 and expect the occupancy and equipment expense to slightly
decrease in 2003 due to the lower cost per square foot for certain suites.

Total expenses, other than compensation and employee benefits and occupancy expense, increased $170,000
in 2002 and $512,000 in 20C1. This is due primarily to the increase in data processing expense and FDIC
assessment cost.

Financial Conditien

Investment Activities

Pacifica’s investment portfolio is an important source of liquidity and interest income. The Company’s total
investment portfolio includes Federal Home Loan Bank of Seattle (“FHLB™) stock, available-for-sale
securities and time certificates with other banks. The Company had no held-to-maturity or trading
securities. All securities are classified as available-for-sale and are carried at fair value. Securities are used
by management as part of its asset/liability management strategy and may be sold in response to interest rate
changes or significant prepayment risk.

The Company’s total investment portfolio decreased by $10.7 million, or 32%, from $34.3 million at year-
end 2001 to $23.3 million at year-end 2002. The restructuring of the investment portfolio during 2002
produced a portfolio of shorter duration, in anticipation of a change in market condition and higher rates.
The Company moved more funds into cash as part of the restructuring of the portfolio to maintain higher
liquidity in anticipation of the decrease in time certificates of deposit. Pacifica is a stockholder in the
Federal Home Loan Bank of Seattle (“FHLB”). As of December 31, 2002 and 2001, Pacifica owned FHLB
stock of $133,000 and $273,000, respectively. Available-for-sale securities were $22.5 million and $33.2
million at December 31, 2002 and 2001, respectively. As of December 31, 2002, U.S. government agency
securities comprised 66% of the securities portfolio, with mortgage-backed securities at 4% and Corporate
debt securities at 30%. Purchases totaled $46.7 million while maturities and principal paydowns totaled
$27.6 million. During 2002, the Company sold available-for-sale securities of approximately $29.6 million
and realized gains of $43,000. For further information on investments securities, see Note 2 to the
consolidated financial statements.

Lending Activities
Loan_Portfolio Composition. Pacifica originates a wide variety of loans to small and medium-sized

businesses and individuals. The following table sets forth the loan portfolio composmon by type of loan at
the dates indicated:

15



December 31,

% of % of

(Dollars in thousanrds) 2002 Total 2001 Total
Commercial and industrial loans $ 38,594 35% $ 41,673 38%
Real estate - construction 23,112 21% 26,071 24%
Real estate - mortgage 47,477 43% 35,864 32%
Consumer and other 957 1% 2,665 2%
110,140 100% 106,273 97%
Less deferred loan fees (405) 0% (395) 0%
Total loans $ 109,735 100% $ 105,878 96%

At December 31, 2002, total loans increased by $3.9 million to $109.7 million from $105.9 million at year-
end 2001. Real estate mortgage loans contributed to the increase, while all other categories of loans
decreased due to loan maturities and payoffs. Commercial and residential real estate mortgage loans
increased $11.6 million, or 32%; real estate construction loans decreased $3.0 million, or 11%; commercial
loans decreased $3.1 million, or 7%; while consumer and other loans decreased $1.7 million, or 64%.
Funding for the growth in loans in 2002 came primarily from the deployment of interest-bearing cash.

Pacifica’s commercial loan portfolio includes loans to businesses in the manufacturing, wholesale, retail,
service, agricultural and construction industries, primarily located in King County. As of December 31,
2002, there was no significant concentration of loans to any particular group of customers engaged in
similar activities and having similar economic characteristics. However, due to the limited scope of
Pacifica’s primary market area, a substantial geographic concentration of credit risk exists and, as a result,
localized economic downturns can be expected to have a more pronounced effect on Pacifica than they
might with a similar but more geographically diversified business.

Asset Quality

Nonperforming Assets. Nonperforming loans include nonaccrual loans, restructured loans, and loans 90 days
or more past due. Pacifica’s policy generally is to place loans on a nonaccrual basis when, in management’s
judgment, the collateral value and the financial condition of the borrower do not justify accruing interest as
an income item. Interest previously recorded but not deemed collectible is reversed and charged against
current income. Interest income on these loans is then recognized when collected. Restructured loans are
loans for which the contractual interest rate has been reduced or other concessions are granted to the
borrower because of deterioration in the financial condition of the borrower resulting in the borrower’s
inability to meet the original contractual terms of the loans. At December 31, 2002 and 2001, the Company
had nonperforming loans of $214,000 and $478,000, respectively, representing a reduction of 55%. The
nonperforming loans are also considered as impaired loans (see Note 3 to the Consolidated Financial
Statements). The Company considers loans impaired when it is probable the Company will not be able to
collect all amounts as scheduled under a loan agreement. The $214,000 balance consists of two loans. One
loan in the amount of $110,000 is well secured by real estate and we anticipate collection in full during
2003. The second loan in the amount of $104,000 was subsequently brought current and renewed in
January 2003.

Potential problem loans are loans that are performing and are not nonaccrual, past due, or restructured, but
about which there are significant doubts about the borrower’s ability to comply with the present repayment
terms in the future and which later may be included in nonaccrual, past due, or restructured loans. We had
$4.3 million in potential problem loans at December 31, 2002, compared to $7.8 million at year-end 2001, a
reduction of 45%. None of the potential problem loans at year-end 2002 are in impaired loans (see Note 3
to the Consolidated Financial Statements). Management anticipates the current level of potential problem
loans to improve in the following year as we continue our efforts to comply with our Supervisory Directive
and achieve workout plans with our customers. We are currently on target to meet the goals set in the new
Directive.
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The following table sets forth, at the dates indicated, information with respect to potential problem loans and
nonperforming loans of the Company:

December 31,

(Dollars in thousands) 2002 2001 2000
Potential problem loans $ 47289 $ 7,849 $ -
Nonperforming loans:

Nonaccrual loans $ 110 $ 478 $ -

Restructured loans - - -

Accruing loans 90 days or more past due 104 - 22

Total nonperforming loans 214 478 22

Other real estate owned - - -

Total nonperforming assets $ 214 $ 478 $ 22
Nonperforming loans as a percentage of total loans 0.20% 0.45% 0.02%
Nonperforming assets as a percentage of total assets 0.12% 0.28% 0.02%

Analysis of Provision and Allowance for Loan Losses.

The allowance for loan losses is established to absorb potential loan losses inherent in a loan portfolio. The
allowance is increased by a provision for loan losses and reduced by loans charged off (net of recoveries).
The provision for loan losses is charged directly against earnings in the corresponding period. On the
balance sheet, the loan loss reserve is applied against gross loans to arrive at net loans outstanding. If a loan
is charged off, the charge-off reduces net loans on the balance sheet only to the extent the charge-off
exceeds the established reserve; from the income statement perspective, the charge-off in excess of the
reserve ordinarily is charged against operating revenues.

Management reviews and evaluates the appropriate level of the allowance for loan losses and determines the
provision on a monthly basis. The evaluation by management includes consideration of changes in the
nature and volume of the portfolio as well as commitments and standby letters of credit, overall portfolio
quality, past loan loss experience, peer bank experience, loan concentrations, specific problem loans,
“internal and external credit examination results, and the current eccnomic conditions that may affect
borrowers’ ability to pay. Management monitors delinquencies closely. Loan loss reserve calculations and
delinquencies are reported to the Board of Directors and the Bank Loan Committee at least monthly. In
addition, regulatory agencies, as an integral part of their examination process, periodically review the
estimated losses on loans. Such agencies may require Pacifica to increase the allowance for loan losses
based on their judgment about information available to them at the time of their examination. Management
has made provisions for loan losses aimed at maintaining a reasonable reserve against outstanding loans.

While management believes that it uses the best information available to determine the allowance for loan
losses, unforeseen market conditions could result in adjustments to the allowance for loan losses, and net
income could be significantly affected if circumstances differ substantially from the assumptions used in
making the final determination.

Pacifica’s loan loss analysis procedure emphasizes early detection of loan losses. The Company
significantly increased its allowance for loan losses through additional provisions during 2001, and no
additions to the allowance for loan losses were made during 2002. During 2002, we achieved significantly
greater net recoveries on charged-off loans than expected, including a large insurance settlement, and
significantly reduced the amount of our classified assets. Based on an analysis of our allowance for loan
losses, management determined at the end of the second quarter after $887,000 of the insurance settlement
was credited to the loan loss reserve as a recovery, and again at the end of the third quarter after $875,000 of
the insurance settlement was credited as a recovery to the loan loss reserve, that the loan loss reserve was in
excess of the amount determined by management to be necessary to cover potential loan losses.
Management, therefore determined that it was appropriate to, and did, transfer a total of $603,000 out of the
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allowance for loan losses during 2002, with $500,000 being transferred out in the second quarter of 2002
and $103,000 being transferred out in the third quarter of 2002. At December 31, 2002, the allowance for
loan losses was $2.9 million, or 2.67% of total loans, compared to $3.53 million, or 3.33% of total loans, at
December 31, 2001. The $611,000 decrease from year-end 2001 represents net recoveries from previously
charged off loans as discussed below and the transfer of excess funds out of the Allowance. Management
believes the current balance of the allowance for loan losses is adequate to provide against current potential
loss that are reasonably likely in light of our current loan portfolio and existing expected economic
conditions. We anticipate that additions to the allowance for loan losses in 2003, if any, would be minimal,
particularly as we address our moderate loan growth and the effects of the Directive to improve our asset

quality.

During 2002, we collected $2.1 million from loan loss recoveries, of which $1.76 million represents
recoveries from a bond claim. The Company filed a bond claim of approximately $2.5 million in October
2001 with its insurance company in connection with a previously charged-off credit. Settlement payments
received totaled $1.79 million, of which $1.76 million was credited. to the Allowance and $25,000 was
applied to offset a portion of the claim expenses in accordance with the claim settlement agreement.

The following table shows the allocation of the allowance for loan losses at December 31, 2002 and 2001:

December 31,

{Dollars in thousands) 2002 2001
Balance applicable to: $ Amount % $ Amount %
Commercial and industrial loans $ 1,624 56% $ 1,906 54%
Real estate - construction 24 1% 576 16%
Real estate - mortgage 510 17% 1,021 2%
Consumer and other 761 26% 27 1%
Total 3 2,919 100% $ 3,530 100%

The following table provides an analysis of Pacifica’s allowance for loan losses for the fiscal years ending
December 31, 2002, 2001, and 2000:

December 31,

(Dollars in thousands) 2002 2001 2000
Total loans $ 109,735 $ 105,878 $ 105,822
Average loans 109,757 111,850 82,860
Balance of allowance for loans losses

at beginning of period § 3,530 $ 1,306 3 589
Charge-offs:

Commercial loans (2,141) (2,559) -
Recoveries:

Commercial loans 2,133 141 -

Net charge-offs &) 2,418) -
Provision charged to expense ' (603) 4,642 717
Balance of allowance for loan losses at end of period $ 2,919 $ 3,530 $ 1,306
Net charge-off to average loans outstanding 0.01% 2.16% 0.00%
Allowance as a percentage of total loans 2.66% 3.33% 1.23%
Allowance as a percentage of rionp_érforming loans 1364% 738% 6016%
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Maturities and Sensitivities of Loans to Changes in Interest Rate. For information on the aggregate
contractual maturities of loans as of December 31, 2002 and the amounts of variable and fixed rate loans
that mature after one year, see Note 3 of the consolidated financial statements.

Premises and Equipment

During 2002, fixed assets increased by $483,000. The net change included purchases of $963,000, proceeds
from the sale of equipment of $8,000 and depreciation expenses of $472,000. Such expenditures included
the remodeling costs for the Seattle office and certain office spaces in the Bellevue office, and additional
expenditures for furniture, equipment and software. The Company does not expect any significant capital
expenditures in 2003.

Deposits

Pacifica offers various types of deposit accounts, including checking, savings, money market accounts and a
variety of certificate of deposit accounts. Total deposits decreased $7.6 million, or 5%, to $148.3 million at
December 31, 2002, compared to $156 million at December 31, 2001. Pacifica seeks to attract deposits in
its primary market area by pricing its products competitively and delivering quality service.

Time deposits accounted for 66% of the total interest-bearing deposits at December 31, 2002, and 73% at
December 31, 2001. Money market deposits made up 23% of the total interest-bearing deposits at
December 31, 2002 and 2001. NOW accounts made up 11% and 4% of the interest-bearing deposits at
December 31, 2002 and 2001, respectively.

Noninterest-bearing deposits were $14 million at December 31, 2002, an increase of $774,000, or 6%
compared to year-end 2001. During the same period, interest-bearing deposits decreased $8.4 million, or
6%, to $134.4 million, with the decrease being attributable to time deposits and money market deposits.
During the year 2002, time deposits decreased $15.5 million to $88.2 million, of which $14.3 million was the
decrease in jumbo time certificates. Money market accounts decreased $2.2 million to $31.1 million, while
NOW accounts increased $9.2 million to $14.7 million.

The following table sets forth the average balances outstanding and average interest rates for each major
category of our deposits for the periods indicated:

Years ended December 31,

2002 2001
Average Average Average Average

(Dollars in thousands) balances yield balances yield
Interest-bearing demand accounts $ 5,350 1.04% $ 5,396 2.87%
Money market accounts 34,905 2.07% 29,836 3.69%
Savings accounts 351 1.47% 189 2.73%
Certificates of depasit 92,924 3.62% 96,336 5.95%

Total interest-bearing accounts 133,530 3.10% 131,757 5.31%
Noninterest-bearing demand accounts 12,875 - 11,249 -

Total average deposits $ 146,405 2.83% $ 143,007 4.89%

The only deposit category with stated maturity dates is certificates of deposit. At December 31, 2002,
Pacifica had $88.2 million in certificates of deposit. Approximately all of Pacifica’s certificates of deposits
renew automatically at maturity, unless otherwise directed by the customer.

The following table sets forth the amounts and maturities of certificates of deposit with balances of
$100,000 or more at December 31, 2002:
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December 31,

(Dollars in thousands) 2002
Remaining maturity:

Less than three months $ 24,361
Three to six months 13,826
Six to twelve months 28,511
Over twelve months 6,023

$ 72,721

Borrowings

At December 31, 2002 and December 31, 2001, Pacifica had demand notes issued to the U.S. Treasury in
the amount of $163,000 and $247,000, respectively, representing the Treasury Tax and Loan note balance.

In addition, Pacifica obtained a $3 million one-year revolving line of credit with an unrelated third party
bank in September 2001 and renewed the line in November 2002. The line of credit is collateralized by the
Company’s Pacifica Bank stock and subject to certain restrictive covenants including, among others,
requirements with regards to capital ratios, return on assets, allowance ratios and lender’s prior approval on
certain transactions. Interest on this line is at the bank’s prime rate plus 0.75% and is paid quarterly.
Borrowings under this line of credit totaled $809,000 and $1.1 million at December 31, 2002 and 2001,
respectively. The Company used a portion of the proceeds from its Series A preferred stock offering to pay
down on this line during 2002.

Under the accounting principles generally accepted in the United States of America and the reporting
guidelines of the Federal Reserve Board, the Company’s Limited Life Preferred is accounted for as
subordinated debt. The Company received subscription for $2 million in Limited Life Preferred during
2002.

Capital

Preferred Stock

The Company is authorized to issue up to 3,000,000 shares of no par value preferred stock. The Board of
Directors has the authority to determine the rights and privileges to be granted to holders of preferred stock.
In June 2002, the Company commenced an offering of up to 8,000 shares of its Series A Preferred Stock,
designated as a combination of Series A-1 Perpetual Cumulative Preferred Stock (the “Perpetual Preferred”)
and Series A-2 Five-Year Cumulative Mandatory Redeemable Preferred Stock (the “Limited Life
Preferred”). The Series A Preferred Stock was offered at $1,000 per share, in a private placement to
accredited investors, sophisticated investors, and non-U.S. persons. The Perpetual Preferred pays an initial
annual cash dividend of 9.8% adjusted bi-annually to the equivalent of the current U.S. 30-year Treasury
Bond yield + 400 basis points. The Limited Life Preferred pays an initial annual cash dividend of 8.8%
adjusted bi-annually to the equivalent of the current U.S. 30-year Treasury Bond yield + 300 basis points.
The first bi-annual adjustment occurred on January 1, 2003 based on a current U.S. 30-year Treasury Bond
yield of 4.78%. The Series A Preferred Stock are entitled to receive a liquidation amount equal to the
original purchase price, plus any accrued but unpaid dividends. The Series A Preferred Stock is non-voting,
except for certain matters relating to the Company’s Articles of Incorporation. The Limited Life Preferred is
accounted for as subordinated debt while the Perpetual Preferred is accounted for as equity capital.

During 2002, the Company received subscriptions totaling $2.35 million from the offering of its Series A
Preferred Stock: $350,000 in sales of its Perpetual Preferred and $2 million in Limited Life Preferred. The
Preferred Stock offering is currently suspended as we evaluate our ongoing capital and funding needs to
determine whether to issue any additional Preferred Stock and, if so, in what amounts.

The proceeds of the Series A Preferred Stock offering were applied to contribute to the Bank’s capital, to
pay down the outstanding advances on the Company’s commercial line of credit. The Company will also
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use the proceeds to reserve for the first two-years’ dividends due on the Series A Preferred Stock and to
provide for future growth opportunities.

Common Stock
Pacifica’s shareholders’ equity at December 31, 2002 was $12.2 million, compared with $$11.8 million at
year-end 2001. Shareholders’ equity was 7% of total assets at December 31, 2002 and 2001.

The primary reason for the increase in the Company’s shareholders’ equity since December 31, 2001 was
the net income for the year of $108,000 and the $350,000 proceeds from the sale of Perpetual Preferred
Stock. The accumulated deficit decreased from $4.4 million at year-end 2001 to $4.3 million as of year-end
2002 due primarily to a net income of $108,000 and a dividend accrual on preferred stock of $14,000 for
year 2002. Accumulated other comprehensive income decreased by $65,000 to $43,000 as of December 31,
2002 from $108,000 at December 31, 2001, due to a decrease in unrealized gain on available-for-sale
securities, net of tax effect.

Pacifica and the Bank are subject to minimum capital requirements under banking regulations for bank
holding companies and banks. Under the risk-based capital guidelines, risk percentages are assigned to
various categories of assets and off balance sheet items to calculate a risk-adjusted capital ratio. Tier I
capital generally consists of common shareholders’ equity (which does not include unrealized gains and
losses on securities), less goodwill and certain identifiable intangible assets, while Tier II capital also
includes the allowance for loan losses and subordinated debt, both subject to certain limitations. The
leverage capital guidelines require banks to maintain a minimum ratio of Tier I capital to average total
adjusted assets (“leverage ratio”) of 4%.

The FDIC may establish higher minimum requirements if, for example, a bank has previously received
special attention or has a high susceptibility to interest rate risk. The Directive discussed in “Description of
Business - Regulation and Supervision” is expected to require our Tier I Leverage Capital ratio to be
maintained at a level that would be typically required for a de novo bank (a newly chartered bank with less
than three years of operations). Banks with capital ratios below the required minimum are subject to certain
administrative actions, including the termination of deposit insurance upon notice and hearing or a
temporary suspension of insurance without a hearing in the event the institution has no tangible capital.

The FDIC has established qualifications necessary to be classified asa well-capitalized bank, primarily for
assignment of FDIC insurance premium rates. Pacifica’s capital ratios exceeded the regulatory capital
requirements and qualified as “well-capitalized” at December 31, 2002 and 2001.

See Note 8 of the consolidated financial statements for information on the current regulatory requirements
for capital ratios that are applicable to the Company and the Bank, and their respective capital ratios at
December 31, 2002 and 2001.

Liguidity and Capital Resources

The primary function of asset/liability management is to ensure adequate liquidity and maintain an
appropriate balance between interest sensitive earning assets and liabilities. Liquidity management focuses
on Pacifica’s ability to meet the financial demands of depositors, creditors and borrowers. Pacifica actively
manages the levels, types and maturities of earning assets in relation to the funding sources available to
ensure that adequate funding will be available at all times. Management believes that Pacifica’s liquidity is
adequate to meet operating and funding requirements.

Pacifica’s primary sources of new funds are customer deposits. These funds, together with loan repayments,
retained earnings, equity and other borrowed funds are used to make loans, to acquire investment securities
and other assets and to fund continuing operations. The primary source of demands on our capital are
customer demand for withdrawal of deposits and borrowers’ demands that we advance funds against
unfunded lending commitments. Cur total unfunded lending commitments at December 31, 2002 were
§$30.3 million, and we expect less than all of these loans are likely to be fully drawn upon at any one time.
Pacifica also may use advances from the Federal Home Loan Bank and borrowings at correspondent banks
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to meet short-term liquidity needs. At December 31, 2002 we had unused credit lines totaling $17.6 million.
Certain borrowings have collateral requirements and are subject to availability of funds.

Cash. Cash and cash equivalents at December 31, 2002 totaled $29.7 million, down 5% from $31.4
million at year-end 2001.

Cash from (used by) Operating Activities. Net cash used by operating activities totaled $2.1
million in 2002, down from net cash provided by operating activities of $593,000 in 2001. Net cash used by
operating activities in 2002 was caused primarily by the $1.2 million increase in other assets, the $1 million
reduction in interest payable and the $603,000 reduction to the provision for loan losses. In 2001, positive
cash flow from operating activities was primarily due to the increase of $4.6 million to the provision for
loan losses.

Cash from (used by) Imvesting Activities. Net cash provided by investing activities was $6.1
million during 2002, as compared to net cash used by investing activities of $17.9 million in 2001. Net
funding for new loans of 2002 primarily came from the sales, pay downs and maturities of securities. While
new loans and investment purchases were funded by deposits in the same period of 2001. This reflects
management’s effort in reducing excess interest-bearing deposits.

Cash from (used by) Financing Activities. In 2002, net cash used by financial activities totaled
$5.6 million, down from net cash provided by financing activities of $36.3 million in 2001, as the result of a
decrease in interest-bearing deposits of $8.4 million and a decrease in borrowings of $346,000. Proceeds of
$2.35 million from the sale of preferred stock in 2002 represents a new financing source for the Company.
In 2001, funding from financing activities came mainly from interest-bearing deposit growth of $31.4
million.

Interest Rate Swaps

As part of our asset/liability management, Pacifica occasionally uses interest rate swaps to hedge interest
rate exposure on a portion of our variable-rate loans. See below under Item 7a “Quantitative and Qualitative
Disclosures about Market Risk’ for a discussion of the companies asset/liability management. During
October 2000, Pacifica entered into two interest rate swap agreements in the notional amount of $10 million
each with the objective of stabilizing cash flows, and accordingly, net interest income, over time. Under the
swap agreements, Pacifica received a fixed rate of interest on a semi-annual basis, and paid an adjustable
rate on a quarterly basis. During April 2001, the Company sold the interest rate swaps and realized a gain of
$763,000. Total net interest income on the swaps recognized in 2001 was $57,000. As of December 31,
2001 and 2000, the accumulated unrealized gains on the cash flow hedge (net of income taxes) were $0 and
$280,000, respectively, which is included in the balance of accumulated other comprehensive income. See
Note 14 in the consolidated financial statements.

Effects of Inflation and Changing Prices

The primary impact of inflation on our operations is increased operating costs. Unlike most industrial
companies, virtually all the assets and liabilities of a financial institution are monetary in nature. As a result,
interest rates generally have a more significant impact on a financial institution’s performance than the
effects of general levels of inflation. Although interest rates do not necessarily move in the same direction
or to the same extent as the prices of goods and services, increases in inflation generally have resulted in
increased interest rates.

New Accounting Pronouncements

See Note 21 of the consolidated financial statements.
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Factors That May Impact Gur Financial Conditior and Results of Operations

In addition to the other information contained in this report, one or more of the following risks may affect
our business, financial condition and results of operations, and in some cases these effects could be material
and adverse. Readers are cautioned that the factors described here are not an exhaustive list of potential

occurrences or conditions that may have an adverse impact. Instead, we are subject to the general risks
facing banking and financial services businesses and to other unforeseen risks that, alone or in combination
with one or more potential events described below, may cause us to fall short of our expected performance.

We are operating under regulatory orders that limit our ability to grow our business, to extend and
maintain loans, and to respond with as much flexibility as other financial institutions, and these
limitations may make it difficult or impossible for us to operate profitably in existing or forthcoming
economic conditions.

On March 27, 2002 we became subject to a supervisory directive issued by the Director of the Washington
Department of Financial Institutions. That directive was amended (as so amended, the “Directive”) as of
February 25, 2003, and as currently amended, the Directive imposes certain capital requirements and places
various limitations on our operations, including, among other things, the requirement that we take specified
and unspecified steps to improve asset quality and reduce our levels of adversely classified assets.
Management also will be required to obtain board of directors approval for certain types and amounts of
loans, and those limitations are more restrictive than our previously existing underwriting policies.
Moreover, the Directive imposes various requirements that require us to restructure certain of our credit
administration policies, that we obtain a third-party review of our loan portfolic, and that we take various
other steps that will cause us to incur costs we had not previously anticipated. We may be unable to absorb
these costs in light of our more limited ability to make loans, and we may be réquired to charge additional
loan losses to our results of operations, to take additional loan loss reserves, or both. Any of these steps may
limit our profitability or cause us to incur further operating losses.

The Directive will stay in place until we are able to meet all of its requirements and the bank regulators are
otherwise satisfied with the condition of the Bank. Failure to comply with the Directive would cause
continued restriction of our growth, could cause us to default on our outstanding securities or on various
other obligations, and may lead to further regulatory action against Pacifica and our board of directors.

Our markets are geographically concentrated and regional economic factors that impact our markets
will affect our business more than they might a bank holding company with mere diverse markets.

Our market is located almost exclusively in the Seattle and Bellevue, Washington, business districts, Our
customers are directly and indirectly dependent upon the economies of these areas and upon the technology,
manufacturing, aerospace and tourism industries, which are the primary employers and revenue sources in
our markets. National, regional, and local economic factors that affect these industries will have a
disproportionately negative impact on our customers. Localized economic declines will thus adversely
impact our customers, and in exacerbated circumstances may increase the rate at which our borrowers
default on their loans. The Boeing Company, the largest employer in our market area, has undergone
extensive personnel reductions and production cutbacks over the last decade, and these trends have been
exacerbated since the terrorist attacks of September 11, 2001. Adverse events also have characterized the
technology sector since early 2000. As a result, the Puget Sound economy has suffered disproportionately in
comparison to the more generalized economic downturn experienced nationally in recent years, and we
expect these trends will continue to effect our borrowers and our depositors. Additionally, the vast majority
of our loans are secured by real and personal property located in this same region, and continuing or
worsening economic conditions in this area could make it more difficult for us to realize full value on the
collateral that secures our loans. A deterioration in economic and business conditions in our market areas,
particularly in the technology and aerospace sectors, could have a material adverse impact on the quality of
our loan portfolio and the demand for our products and services, which in turn may have a material adverse
effect on our results of operations. Further, a downturn in the national economy might further exacerbate
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local economic conditions. The extent of the future impact of these events on economic and business
conditions cannot be predicted.

QOur earnings depend upon the spread between the interest rate we receive on loans and securities and
the interest rates we pay on deposits and borrowings if interest rates decline our business may be
impacted more severely than would be experienced in a diversified busimess.

Our earnings are impacted by changing interest rates. Changes in interest rates affect the demand for new
loans, the credit profile of existing loans, the rates received on loans and securities, and rates paid on
deposits and borrowings. The relationship between the rates received on loans and securities and the rates
paid on deposits and borrowings is known as interest rate spread. Given our current volume and mix of
interest-bearing liabilities and interest-earning assets, our interest rate spread could be expected to increase
during times of rising interest rates and, conversely, to decline during times of falling interest rates.
Exposure to interest rate risk is managed by monitoring the re-pricing frequency of the Bank’s rate-sensitive
assets and rate-sensitive liabilities over any given period. Although we believe our current level of interest
rate sensitivity is reasonable, significant fluctuations in interest rates may have an adverse affect on our
business, financial condition and results of operations.

Our business is heavily regulated and the creation of additional regulations may negatively affect our
operations. '

We are subject to government regulation that could limit or restrict our activities, which could, whether or
not in connection with the Directive, adversely impact our operations. The financial services industry is
regulated extensively. Federal and state regulation is designed primarily to protect the deposit insurance
funds and consumers, and not to benefit our stockholders. These regulations can sometimes impose
significant limitations on our operations. In addition, these regulations are constantly evolving and may
change significantly over time. Significant new laws or changes in existing laws or repeal of existing laws
may cause our results to differ materially. Further, federal monetary policy, particularly as implemented
through the Federal Reserve System, significantly affects credit conditions for us.

In our intensely competitive markets many of our competitors offer similar services, which could
impair our ability to attract new customers and retain existing customers.

The financial services business in our market areas is highly competitive. It is becoming increasingly
competitive due to changes in regulation, technological advances, and the accelerating pace of consolidation
among financial services providers. We face competition both in attracting deposits and in making loans,
and our competitors include more traditional financial services companies such as national and super-
regional banks, community banks and credit unions, as well as more recent competitors such as investment
companies, mortgage companies, insurance firms and brokerage firms. We compete for customers
principally through the interest rates we pay on deposits and the interest rates and loan fees we charge on
loans, and while we target customers who seek the efficiency and quality of services we provide, that level
of service limits our ability to compete on price while continuing to operate profitably. Increasing levels of
competition in the banking and financial services industries may reduce our market share or cause the prices
we charge for our services to fall. Qur results may differ in future periods depending upon the nature or
level of competition.

Our earnings depend to a large extent upon the ability of eur borrowers to repay their leans and our
inability to manage this credit risk would negatively affect our business.

A source of risk arises from the possibility that losses will be sustained if a significant number of our
borrowers, guarantors and related parties fail to perform in accordance with the terms of their loans. We
have adopted underwriting and credit monitoring procedures and credit policies, including the establishment
and review of the allowance for loan losses, that management believes are appropriate to minimize this risk
by assessing the likelihood of nonperformance, tracking loan performance and diversifying our credit
portfolio. These policies and procedures, however, may not prevent unexpected losses that could materially
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affect our results of operations, and the Directive noted, among other things, that our previous credit
administration procedures may have been inadequate. We have therefore been required to increase our
allowance for loan and lease losses and to adopt other measures to address regulatory concerns, and if these
measures are not sufficient, we may face additional regulatory action or may experience additional loan
charge-offs or reserves.

ITEM 7a, QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

QOur results of operations depend substantially on our net interest income. Like most financial institutions,
our interest income and cost of funds are affected by general economic conditions and by competition, and
in addition, our community banking focus makes our results of operations particularly dependent on the
Washington economy.

The purpose of asset/liability management is to provide stable net interest income growth by protecting our
earnings from undue interest rate risk, which arises from volatile interest rates and changes in the balance
sheet mix, and by managing the risk/return relationships between liquidity, interest rate risk, market risk,
and capital adequacy. We maintain an asset/liability management policy that provides guidelines for
controlling exposure to interest rate risk by setting a target range and minimum for the net interest margin
and running simulation models under different interest rate scenarios to measure the risk to earnings over
the next 12-month period.

In order to control interest rate risk in a rising interest rate environment, our philosophy is to shorten the
average maturity of the investment portfolio and emphasize the pricing of new loans on a floating rate basis
in order to achieve a more asset sensitive position, therefore, allowing quicker repricings and maximizing
net interest margin. Conversely, in a declining interest rate environment, our philosophy is to lengthen the
average maturity of the investment portfolio and emphasize fixed rate loans, thereby becoming more
liability sensitive. In each case, the goal is to exceed our targeted net interest margin range without
exceeding earnings risk parameters.

The excess of our interest-earning assets over interest-bearing liabilities has generally been invested in
securities, primarily securities issued by governmental agencies. The securities portfolio contributes to our
profits and plays an important part in the overall interest rate management. The primary tool used to
manage interest rate risk is determination of mix, maturity and repricing characteristics of the loan
portfolios. The loan and securities portfolios must be used in combination with management of deposits and
borrowing liabilities and other asset/liability techniques to actively manage the applicable components of the
balance sheet. In doing so, we estimate our future needs, taking into consideration historical periods of high
loan demand and low deposit balances, estimated loan and deposit increases, and estimated interest rate
changes.

Although analysis of interest rate gap (the difference between the repricing of interest-earning assets and
interest-bearing liabilities during a given period of time) is one standard tool for the measurement of
exposure to interest rate risk, we believe that because interest rate gap analysis does not address all factors
that can affect earnings performance, such as early withdrawal of time deposits and prepayment of loans, it
should not be used as the primary indictor of exposure to interest rate risk and the related volatility of net
interest income in a changing interest rate environment. Interest rate gap analysis is primarily a measure of
liquidity based upon the amount of change in principal amounts of assets and liabilities outstanding, as
opposed to a measure of changes in the overall net interest margin.

The following table sets forth the estimated maturity or repricing, and the resulting interest rate gap, of our
interest-earning assets and interest-bearing liabilities at December 31, 2002. The amounts in the table are
derived from internal data based upon regulatory reporting formats and, therefore, may not be wholly
consistent with financial information appearing elsewhere in the audited financial statements that have been
prepared in accordance with generally accepted accounting principles. The amounts shown below could
also be significantly affected by external factors such as changes in prepayment assumptions, early
withdrawals of deposits and competition.
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December 31, 2002
Estimated Maturity or Repricing

(Dollars in thousands) 0-3 4-12 1-5
months months years Thereafter Total
Interest-earning assets

Interest-earning deposits ' $ - $ 14146 $ - 8 - $ 14,146
Federal funds sold 13,080 - - - 13,080
Investment securities 19,046 1,347 2,125 - 22,518
Loans 49,301 32,771 23,157 4,911 110,140

Total interest-earning assets $ 81,427 § 48264 §$25282 § 4911 $159,884
Percent of total interest-earning assets 50.93% 30.19% 15.81% 3.07% 100.00%

Interest-bearing liabilities

Deposits
NOW, savings and money market accounts $ 20,833 $ - $25350 % - % 46,183
Time deposits 29,461 51,989 6,726 - 88,176
Other short-term borrowed funds - 972 - - 972
Mandatory redeemable preferred stock 2,000 - - - 2,000
Total interest-bearing liabilities $ 52294 § 52961 $32,076 § - $137,331
Percent of total interest-earning assets 32.71% 33.12% 20.06% 0.00% 85.89%
Rate Sensitivity Gap $ 29,133 § (4,697) $ (6,794) $ 4911 § 22,553
Cumulative rate sensitivity gap 29,133 24,436 17,642 22,553 -
Cumulative gap as percentage of total assets 17.69% 14.84% 10.71% 13.69% -
Total assets $ 164,688

As stated previously, certain shortcomings, including those described below, are inherent in the method of
analysis presented in the foregoing table. For example, although certain assets and liabilities may have
similar maturities or periods to repricing, they may react in different degrees to changes in market interest
rates. Also, the interest rates on certain types of assets and liabilities may fluctuate in advance of changes in
market interest rates, while interest rates on other types may lag behind changes in market interest rates.
Additionally, certain assets have features, which restrict changes in their interest rates, both on a short-term
basis and over the lives of the assets. Further, in the event of a change in market interest rates, prepayment
and early withdrawal levels could deviate significantly from those assumed in calculating the tables as can
the relationship of rates between different loan and deposit categories. Moreover, the ability of many
borrowers to service their adjustable-rate debt may decrease in the event of an increase in market interest
rates.

We utilize a simulation model to monitor and manage interest rate risk within parameters established by our
internal policy. The model projects the impact of a 100 basis point increase and a 100 basis point decrease,
from prevailing interest rates, on the balance sheet over a period of 12 months. Generalized assumptions are
made on how investment securities, classes of loans and various deposit products might respond to the
interest rate changes. These assumptions are inherently uncertain, and as a result, the model cannot
precisely estimate net interest income nor precisely predict the impact of higher or lower interest rates on net
interest income. Actual results would differ from simulated results due to factors such as timing, magnitude
and frequency of rate changes, customer reaction to rate changes, changes in market conditions and
management strategies, among other factors.

Based on the results of the simulation models at December 31, 2002, we expect a decrease in net interest
income of $91,000 and an increase of $18,000 in net interest income over a 12-month period, if interest rates
decreased or increased an immediate 100 basis points, respectively.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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MOSSADAMS LLP

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors and Stockholders
Pacifica Bancorp, Inc.

We have audited the accompanying consolidated balance sheet of Pacifica Bancorp, Inc. and Subsidiaries
(the “Company”) as of December 31, 2002 and 2001, and the related consolidated statements of income,
changes in stockholders’ equity and cash flows for each of the three years in the periods ended
December 31, 2002, 2001 and 2000. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Pacifica Bancorp, Inc. and Subsidiaries as of December 31, 2002 and
2001, and the results of their operations and cash flows for each of the three years in the periods ended
December 31, 2002, 2001 and 2000, in conformity with accounting principles generally accepted in the
United States of America.

W/W%W Lo P

Bellingham, Washington i
January 31, 2003 (except for Note 20,
As to which the date is February 28, 2003)
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PACIFICA BANCORP, INC.
CONSOLIDATED BALANCE SHEET
DECEMBER 31, 2002 AND 2001

ASSETS
(In Thousands)
2002 2001
CASH AND CASH EQUIVALENTS
Cash and due from banks $ 3,144  § 2,559
Interest bearing cash 13,489 25,497
Federal funds sold 13,080 3,300
Total cash and cash equivalents 29,713 31,356
INVESTMENTS
Interest bearing deposits in other banks 657 857
Securities available-for-sale, at fair value 22,518 33,177
Federal Home Loan Bank stock, at cost 133 273
Total investments 23,308 34,307
LOANS 109,735 105,878
Less allowance for loan losses (2,919 (3,530)
Total loans, net 106,816 102,348
OTHER ASSETS
Bank premises and equipment, net 2,609 2,126
Accrued interest receivable 778 994
Other 1,464 233
Total other assets 4,851 3,353
TOTAL ASSETS $ 164,688 171,364
LIABILITIES AND STOCKHOLDERS® EQUITY
DEPOSITS
Noninterest-bearing $ 13,961 13,187
Interest-bearing 134,359 142,782
Total deposits 148,320 155,969
OTHER LIABILITIES
Accrued interest payable 948 1,983
Other accrued liabilities 272 297
Other borrowings 972 1,318
Total other liabilities 2,192 3,598
Mandatory redeemable preferred stock 2,000 -
Total liabilities 152,512 159,567
STOCKHOLDERS’ EQUITY
Preferred stock, $-0- par value, 3,000,000 shares
authorized; 2,350 shares issued and outstanding, 350 shares 350 -
accounted for as equity and 2,000 shares as liabilities
Common stock, $0 par value, 10,000,000 shares authorized, 3,260,368 shares
issued and outstanding at December 31, 2002 and 2001 16,054 16,054
Capital surplus - -
Retained earnings (accumulated deficit) (4,271) (4,365)
Accumulated other comprehensive income, net of tax 43 108
Total stockholders’ equity 12,176 11,797
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 164,688 $ 171,364
See accompanying notes to these consolidated financial statements. 28



PACIFICA BANCORP, INC.
CONSOLIDATED STATEMENT OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2602, 26601 AND 2000

(In Thousands, except for per share amounts)

2002 2001 2000
INTEREST
Loans, including fees 8,624 § 10,209 § 8,820
Investments and interest-bearing deposits 1,452 - 1,965 1,388
Federal funds sold 62 133 210
Total interest income 10,138 12,307 10,418
INTEREST EXPENSE
Deposits 4,144 6,993 4,928
Borrowings 71 28 5
Mandatory redeemable preferred stock 74 -
Total interest expense 4,289 7,021
NET INTEREST INCOME 5,849 5,286
PROVISION FOR LOAN LOSSES (603) 4,642
NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES 6,452 644
NONINTEREST INCOME
Income from mortgage banking activites 827 652 -
Service fees 117 102 52
Previously unrealized gains on derivatives
reclassified into earnings - 280 -
Net gain on sale of derivatives - 483 -
Net gain on sale of investments 43 969 -
Foreign trade fees 250 228 203
Other income 173 172 160
Total noninterest income 1,410 2,886 415
NONINTEREST EXPENSES
Salaries and employee benefits 4,529 3,738 2,445
Occupancy and equipment 1,274 977 592
Professional services 329 328 198
State business taxes 209 185 164
Data processing 179 86 91
Loan collection 158 156 -
FDIC assessment . 144 23 22
Director fees 128 106 104
Other expenses 804 896 689
Total noninterest expenses 7,754 6,495 4,303
INCOME (L.OSS) BEFORE INCOME TAXES 108 (2,965) 878
INCOME TAXES - - -
NET INCOME (LOSS) 108 (2,965) 878
Less accrued perpetual preferred stock dividends (14) - -
NET INCOME (LOSS) AVAILABLE TQ
COMMON SHAREHOLDERS $ 94 3 (2,965) § 878

NET INCOME (LOSS) PER SHARE
AVAILABLE TO COMMON SHAREHCLDERS

Basic $ 0.03 $ (0.9 $§ 027
Diluted $ 0.03 $ (0.91) $ 024
WEIGHTED AVERAGE NUMBER
OF SHARES OUTSTANDING
Basic 3,260,368 3,265,961 3,233,264
Diluted 3319275 3,265,961 3,607,867

See accompanying notes to these consolidated financial statements. 29
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PACIFICA BANCORP, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2002, 2001 AND 2000

Increase (Decrease) In Cash

_(In Thousands)
2002 2001

CASH FLOWS FROM OPERATING ACTIVITIES

Net income (loss) $ 108 § (2,965) $ 878
Adjustments to reconcile net income (loss) to
net cash flows from operating activities

Provision for loan losses (603) 4,642 717
Net amortization (accretion) of securities 48 97 (93)
Realized gain on sale of available-for-sale securities, net (43) (969) -
Realized gain on sale of dertvatives - (763) -
Federal Home Loan Bank stock dividends (14) (18) (16)
Depreciation 472 390 268
Changes in operating assets and liabilities
Accrued interest receivable 216 (35) (579)
Other assets (1,231) (152) 21)
Accrued interest payable (1,035) 271 1,099
Other liabilities, net (6) 95 6
Net cash flows from operating activities (2,088) 593 2,259
CASH FLOWS FROM INVESTING ACTIVITIES
Net change in interest-bearing deposits in banks 200 700 (853)
Purchases of available-for-sale
investment securities (46,664) (95,412) (14,287)
Proceeds from sales, maturities and principal
payments of available-for-sale securities 57,220 80,242 9,037
Proceeds from sale of derivatives - 763 -
Net change in loans made to customers (3,865) (2,898) (46,539)
Redemption of Federal Home Loan Bank stock 154 - -
Proceeds from disposal of equipment 8 - -
Additions to premises and equipment ) (963) (1,324) (254)
Net cash flows from investing activities 6,090 (17,929) (52,996)
CASH FLOWS FROM FINANCING ACTIVITIES ‘
Increase (decrease) in noninterest-bearing deposits 774 4,191 (13)
Increase in interest-bearing deposits - (8,423) 31,366 48,724
Increase (decrease) in other borrowings (346) 942 376
Repurchase of common stock : - (452) -
Proceeds from issuance of mandatory redeemable preferred stock 2,000 - -
Proceeds from issuance of preferred stock 350 - -
Proceeds from issuance of common stock - ‘ 216 214
Net cash flows from financing activities (5,645) 36,263 49,301
NET CHANGE IN CASH AND CASH EQUIVALENTS (1,643) 18,927 (1,436)
CASH AND CASH EQUIVALENTS, beginning of year 31,356 12,429 13,865
CASH AND CASH EQUIVALENTS, end of year $ . 29,713 § 31,356 $ 12,429
SUPPLEMENTAL DISCLOSURE OF
CASH FLOW INFORMATION
Cash paid during the period for interest $ 5324 § 6,750 $ 3,834
Cash paid (Tax Refund) during the period for income taxes $ (100) $ 100 $ -
Dividends on perpetual preferred stock to be paid in 2003 $ 14 3 - $ -
See accompanying notes to these consolidated financial statements. 31




PACIFICA BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 20602, 2001 AND 2000

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations — Pacifica Bancorp, Inc. (the “Company”), through its wholly-owned subsidiaries,
Pacifica Bank (the “Bank™), and Pacifica Mortgage Company provides a full range of commercial and
mortgage lending services as well as banking services to individuals and small-to-medium sized
businesses through its offices in Bellevue and Seattle, Washington. The Company is subject to significant
competition from other financial institutions. The Company is also subject to the regulations of certain
Federal and State of Washington agencies and undergoes periodic examinations by those regulatory
authorities.

Plan of Reorganization — In October 2000, Pacifica Bancorp, Inc. was formed. On January 1, 2001 under
a plan of reorganization, Pacifica Bancorp, Inc. became the parent company of Pacifica Bank by issuing
3,258,208 shares of common stock in exchange for all outstanding shares of Pacifica Bank stock
(1,629,104 shares) using a 2-for-1 ratic (stock split). On January 18, 2001, the Company created an
additional wholly-owned subsidiary, Pacifica Mortgage Company.

Principles of Consolidation — For the year ended December 31, 2002 and 2001, the consolidated
financial statements include the accounts of Pacifica Bancorp, Inc., and its wholly-owned subsidiaries,
Pacifica Bank and Pacifica Mortgage Company. All material intercompany balances and transactions
have been eliminated. For the year ended December 31, 2000 the financial statements include Pacifica
Bank only.

Financial Statement Presentation and Use of Estimates — The financial statements have been prepared
in accordance with accounting principles generally accepted in the United States of America and
reporting practices applicable to the banking industry. In preparing the financial statements, management
is required to make estimates and assumptions that affect the reported amounts of assets and liabilities, as
of the date of the balance sheet, and revenues and expenses for the period. Actual results could differ from
estimated amounts. Material estimates that are particularly susceptible to significant change relate to the
determination of the allowance for loan losses and the valuation of real estate acquired in connection with
foreclosure or in satisfaction of loans.

Cash and Cash Eguivalents — For purposes of reporting cash flows, cash and cash equivalents include
cash on hand, amounts due from banks and federal funds sold. Generally, federal funds are purchased and
sold for one-day periods. Investments in federal funds sold are made with major banks as approved by the
Board of Directors.

The Company maintains cash balances at several banks. Accounts at each institution are insured by the
Federal Deposit Insurance Corporation up to $100,000.

Interest bearing cash represents funds on deposit in a demand account with the Federal Home Loan Bank
of Seattle in the amount of $13.5 million and $25.5 million as of December 31, 2002 and 2001,
respectively. :

Included in cash and due from banks are legally reserved amounts which are required to be maintained on
an average basis in the form of cash and balances due from the Federal Reserve Bank and other banks.
Average reserve requirements approximate $200,000 and $262,000 for the years ended December 31,
2002 and 2001, respectively.

Interest-bearing Deposits in Other Banks — Interest-bearing deposits in banks mature within one year
and are carried at cost.
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PACIFICA BANCORP, INC.,
NOTES 7O CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2002, 2601 AND 2000

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investments — The Company’s investments are classified into one of three categories: (1) held-to-
maturity, (2) available-for-sale, or (3) trading. Investment securities are categorized as held-to-maturity
when the Company has the positive intent and ability to hold those securities to maturity. Securities which
are held-to-maturity are stated at cost and adjusted for amortization of premiums and accretion of
discounts which are recognized as adjustments to interest income.

Investment securities categorized as available-for-sale are generally held for investment purposes (to
maturity), although unanticipated future events may result in the sale of some securities. Available-for-
sale securities are recorded at estimated fair value, with the net unrealized gain or loss (net of the related
tax effect) reported as “other comprehensive income (loss)” within the statement of stockholders’ equity.
Realized gains or losses on dispositions are based on the net proceeds and the adjusted carrying amount of
securities sold, using the specific identification method.

Declines in the fair value of individual held-to-maturity and available-for-sale securities below their cost
that are other than temporary are recognized by write-downs of the individual securities to their fair value.
Such write-downs would be included in earnings as realized losses.

Premiums and discounts are recognized in interest income using the interest method over the period to
maturity.

The Company had no held-to-maturity or trading securities at December 31, 2002 and 2001.

Federal Home Loan Bank Stock — The Bank’s investment in Federal Home Loan Bank (the “FHLB”)
stock is carried at par value ($100 per share), which reasonably approximates its fair value. As a member
of the FHLB system, the Bank is required to maintain a minimum level of investment in FHLB stock
based on specific percentages of outstanding FHLB advances. The Bank may request redemption at par
value of any stock in excess of the amount the Bank is required to hold. Stock redemptions are at the
discretion of the FHLB.

Loans Held for Sale - Loans originated and intended for sale in secondary markets are carried at the
lower of cost or estimated market value in the aggregate. Net unrealized losses are recognized through a
valuation allowance by charges to income. Gains or losses on the sale of such loans are based on the
specific identification method. There were no loans held for sale at December 31, 2002 and 2001.

Loans Receivable — Loans receivable that management has the intent and ability to hold for the
foreseeable future or until maturity or pay-off are reported at their outstanding principal adjusted for any
charge-offs, the allowance for loan losses, and any deferred fees or costs on originated loans and
unamortized premiums or discounts on purchased loans.

Interest income is accrued on the unpaid principal balance. Loan origination fees and certain direct
origination costs are capitalized and recognized as an adjustment of the related loan using the interest
method.

The Company considers loans impaired when it is probable the Company will not be able to collect all
amounts as scheduled under a loan agreement. Impaired loans are measured based on the present value of
expected future cash flows, discounted at the loan’s effective interest rate, or, as a practical expedient, at
the loan’s observable market price or the fair value of the collateral if the loan is collateral dependent.
Changes in these values will be reflected in income and as adjustments to the allowance for possible loan
losses.
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PACIFICA BANCORP, INC.
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2002, 2601 AND 2000

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The accrual of interest on impaired loans is discontinued when, in management’s opinion, the borrower
may be unable to meet payments as they become due. When interest accrual is discontinued, all unpaid
accrued interest is reversed. Interest income is subsequently recognized only to the extent cash payments
are received, or payment is considered certain.

The Company’s policy is to place loans on a nonaccrual basis when, in management’s judgment, the
collateral value and the financial condition of the borrower do not justify accruing interest as an income
item. Interest previously recorded but not deemed collectible is reversed and charged against current
income. Interest income on these loans is then recognized when collected.

Allowance for Loan Losses — The allowance for loan losses is established as losses are estimated to have
occurred through a provision for loan losses charged to earnings. Loan losses are charged against the
allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon
management’s periodic review of the collectibility of the loans in light of historical experience, the nature
and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to repay,
estimated value of any underlying collateral and prevailing economic conditions. This evaluation is
inherently subjective as it requires estimates that are susceptible to significant revision as more
information becomes available. Additionally, loans are subject to examinations by state and federal
regulators, who, based upon their judgment, may require the Company to make additional provisions or
adjustments to its allowance for loan losses.

Bank Premises and Equipment — Company premises and equipment are stated at cost and depreciated
using the straight-line method over the estimated useful lives of the related assets, which range from three
to ten years, Total depreciation expense was $472,000, $390,000 and $268,000 in 2002, 2001 and 2000,
respectively.

Income Taxes — Deferred tax assets and liabilities are reflected at currently enacted income tax rates
applicable to the period in which the deferred tax assets or liabilities are expected to be realized or settled.
As changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes. Deferred taxes result from temporary differences in the recognition of certain
income and expense amounts between the Bank’s financial statements and its tax returns. The principal
items giving rise to these differences include depreciation, investment income and loan loss reserves.
Because of unused net operating losses and preopening expenses and uncertainty surrounding their use,
the Company has not recognized a tax provision within the statement of income.

Gain and Loss on Sale of Loans — Gains and losses on sales of loans are recognized when loans are
considered sold to investors. The gain or loss is determined by the difference between expected sales
proceeds and the carrying value of the loans. Such carrying costs include principal advanced and related
costs of origination, less loan and discount fees collected.

Financial Instruments — (1) Credit Related Financial Instruments. In the ordinary course of business,
the Company has entered into off-balance-sheet financial instruments consisting of commitments to
extend credit, commercial letters of credit, and standby letters of credit. Such financial instruments are
recorded in the financial statements when they are funded or related fees are incurred or received.
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NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(2) Derivative Financial Instruments. The Company adopted Statement of Financial Accounting
Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended by
SFAS No. 138, effective October 1, 2000. SFAS No. 133, as amended, requires that all derivative
instruments be recorded on the balance sheet at their fair value. Changes in fair value of derivatives are
recorded each period in current earnings or other comprehensive income, depending on whether a
derivative is designated and qualifies for hedge accounting and, if it does, the type of hedge transaction.

For a qualifying cash flow hedge transaction in which the Company is hedging a forecasted transaction or
the variability of cash flows to be received or paid related to a recognized asset or liability, changes in the
fair value of a derivative that is highly effective as, and that is designated and qualifies as a cash-flow
hedge, are recorded in other comprehensive income, until earnings are affected by the variability of cash
flows. The ineffective portion of all hedges is recognized in current-period earnings.

The Company formally documents all relationships between hedging instruments and hedged items, as
well as its risk-management objective and strategy for undertaking various hedge transactions. This
process includes linking all derivatives that are designated as cash-flow hedges to specific assets and/or
liabilities on the balance sheet. The Company also formally assesses, both at the hedge’s inception and on
an ongoing basis, whether the derivatives that are used in hedging transactions are highly effective in
offsetting changes in cash flows of hedged items. When it is determined that a derivative is not highly
effective as a hedge or that it has ceased to be a highly effective hedge, the Company discontinues hedge
accounting prospectively when (1) it is determined that the derivative is no longer effective in offsetting
changes in the cash flows of a hedged item; (2) the derivative expires or is sold, terminated, or exercised;
or (3) management determines that designation of the derivative as a hedge instrument is no longer
appropriate. In these situations where hedge accounting is discontinued, the derivative will be carried at
its fair value on the balance sheet, with changes in its fair value recognized in current-period earnings. All
gains or losses that were accumulated in other comprehensive income will be recognized immediately in
earnings upon the discontinuance of hedge accounting.

Advertising Costs — The Company expenses advertising costs as they are incurred. Total advertising
expenses were $34,000, $76,000 and $59,000 in 2002, 2001 and 2000, respectively.

Stock Option Plans — The Company recognizes the financial effects of stock options under the intrinsic
value method in accordance with Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees (APB 25). Generally, stock options are issued at a price equal to the fair value of the
Company’s stock as of the grant date. Under APB 25, options issued in this manner do not result in the
recognition of employee compensation in the Company’s financial statements. Disclosures required by
Statement of Financial Accounting Standards No. 123, Accounting For Stock-Based Compensation, are as
follows. The pro forma information recognizes as compensation, the value of stock options granted using
an option valuation model known as the Black-Scholes model. The estimated fair value for options issued
in 2002, 2001 and 2000 is estimated at $163,000, $287,000 and $244,000, respectively.

The following assumptions were used to estimate the fair value of the options:

2002 2001 1999
(5 Year Vesting) (5 Year Vesting) (5 Year Vesting)
Weighted average risk-free interest rate 4.35% 5.03% 6.13%
Dividend yield rate 0.00% 0.00% 0.00%
Price volatility 67.34% 0.00% 0.00%
Weighted average expected
life of options 10 Years 10 Years 10 Years
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NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Management believes that the assumptions used in the option pricing model are highly subjective and
represent only one estimate of possible value, as there is no active market for the options granted. The fair
value of the options granted in 2002, 2001 and 2000 are allocated to pro forma earnings over the vesting
period of the options. The pro forma effect on the Company’s earnings as a result of options issued in
2002, 2001 and 2000 is as follows:

(In Thousands, except for per share amounts)

2002 2001 2000
(Pro Forma) (Pro Forma) (Pro Forma)
Net income (loss) from Company operations $ 108 § (2,965) $ 878
Less accrued perpetual preferred stock dividends (14) - -
Net income (loss) available to common shareholders 94 (2,965) 878
Additional compensation for fair value
of stock options (309) (450) (410)
Pro forma net income (loss) from Company operations $ (215) $ (3,415) § 468
Net income (loss) per share available to common shareholders
Basic
As reported $ 0.03 $ (0.91 $ 027
Pro forma $ (0.07) $ (1.05) $ 0.14
Diluted
As reported $ 0.03 $ (0.91 $ 0.24
Pro forma $ (0.07) $ (1.05) $ 0.13

The remaining unrecognized compensation for fair value of stock options was $421,000, $763,000 and
$926,000 as of December 31, 2002, 2001 and 2000, respectively.

Net Income (Loss) Per Share Available to Common Shareholders — Basic earnings (loss) per share
amounts are computed based on the weighted average number of shares outstanding during the period
after giving retroactive effect to the stock split at time of reorganization. Diluted eamnings per share are
computed by determining the number of additional shares that are deemed outstanding due to stock
options under the treasury stock method. Information concemning additional shares that may be dilutive,
consisting of stock options, is contained in Note 16.

Segments — Pursuant to Statement of Financial Accounting Standards (SFAS) No. 131, Disclosure about
Segments of an Enterprise and Related Information, the Company has evaluated the requirements of this
standard and have identified two reportable segments: Pacifica Bank and Pacifica Mortgage Company,
both wholly-owned subsidiaries of Pacifica Bancorp, Inc. Disclosures required by this standard are
included in Note 19.

Reclassifications — Certain amounts in the prior year’s financial statements have been reclassified to
conform to the 2002 presentation.
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NOTE 2 - INVESTMENT SECURITIES

Carrying amounts and approximate fair values of investment securities are summarized as follows:

(In Thousands)
2002
Amortized Gross Unrealized Estimated
Cost Gains Losses Fair Value
Available-for-Sale Securities
U.S. Government agencies 14,956 37§ 14,993
Mortgage-backed securities 789 789
Corporate debt securities 6,706 30 6,736
TOTAL INVESTMENT SECURITIES §$ 22,451 67 $ 22,518
(In Thousands)
2001
Amortized Gross Unrealized Estimated
Cost Gains Losses Fair Value
Available-for-Sale Securities '
U.S. Government agencies $ 25,597 § 76 § - $ 25,673
Mortgage-backed securities 7,416 88 - 7,504
TOTAL INVESTMENT SECURITIES § 33,013 § 164 $ - $ 33,177

The amortized cost and estimated fair value of investment securities at December 31, 2002 by contractual
or expected maturity are shown below. Expected maturities will differ from contractual maturities
because borrowers may have the right to call or prepay obligations with or without call or prepayment
penalties. The maturities reported for mortgage-backed securities are based on contractual maturities and
principal amortization.

(In Thousands)
2002 2001
Available-For-Sale Securities Available-For-Sale Securities
Estimated Weighted Estimated Weighted
Amortized Fair Average Amortized Fair Average
Cost Value Yield Cost Value Yield

U.S. Government agencies

One year or less § 14956 $§ 14,993 543 % § 17,163 § 17,251 445 %

Over 1 year through 5 years - - - 1,434 1,421 4.81

After 5 years through 10 years - - - 7,000 7,000 3.15
Mortgage-backed securities

One year or less - - - 2,592 2,613 5.23

Over 1 year through 5 years 789 789 4.38 4,824 4,892 3.25

After 5 years through 10 years - - - - - -

Over 10 years - - - - - -
Corporate debt securities

One year or less 2,206 2,210 4.75 - - -

Over 1 year through 5 years 4,500 4,526 6.60 - - -

After 5 years through 10 years - - - - - -

§ 22451 $§ 22518 509 % § 33013 § 33,177 4.08 %
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NOTE 2 - INVESTMENT SECURITIES (Continued)

Proceeds from sales of investments and gross realized gains and losses on investment sales were as
follows for the years ended December 31, 2002 and 2001:

(In Thousands)
2002 2001
Proceeds from sales of investments 3 29,590 § 66,860
Gross gains realized on sales of investments b 73 8 974
Gross losses realized on sales of investments 3 30§ 5

Investment securities with a fair value of approximately $15.9 million as of December 31, 2002 and 2001
were pledged to secure U.S. government and public deposits, and for other purposes as required by law.

NOTE 3 - LOANS

The major classifications of loans at December 31 are summarized as follows:

(In Thousands)
2002 2001

Commercial $ 38,594 % 41,673
Real estate - construction 23,112 26,071
Real estate - mortgage 47,477 35,864
Consumer and other 957 2,665
110,140 106,273

Less deferred loan fees (405) (395)
Total loans $ 109,735 § 105,878

Contractual maturities of loans as of December 31, 2002 are shown below. Expected maturities will differ
from contractual maturities because borrowers may have the right to prepay loans with or without
prepayment penalties.

(In Thousands)
Within One One to Five After Five
Year Years Years Total
Contractual Maturities :
Commercial $ 32,222 § 3916 $ 2,456 $ 38,594
Real estate - construction 22,942 - 170 23,112
Real estate - mortgage 4,997 26,929 15,551 47477
Consumer and other 411 511 35 957
Total $ 60,572 § 31,356 § 18,212  § 110,140

Variable interest rate loans maturing after one year are $17.0 million and $14.9 million at December 31,
2002 and 2001, respectively, and fixed interest rate loans maturing after one year are $32.6 million and
$30.6 million, respectively, as of such dates.
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NOTE 3 — LoANS (Continued)

The Bank initiated interest rate floors on certain variable rate loans during 2002, ranging from
approximately 6.5% to 7.0% depending on maturity of the loans. The Bank does not offer interest rate

caps on its variable rate loans.

The allowance for loan losses at December 31 and changes during the period are as follows:

Balance, beginning of year

Charge-offs

Recoveries

Provision (credited) charged to operating
expenses for loan losses

Balance, end of year

A summary of impaired loans is as follows:

Impaired loans
Average balance of impaired loans

Allowance for loan losses related
to impaired loans

Nonaccruing loans

Interest income collected on impaired loans
and nonaccruing loans

(In Thousands)
2002 2001

3,530 $ 1,306
(2,141) (2,559)
2,133 141

(603) 4,642
2919 § 3,530

(In Thousands)

2002 2001 2000
$ 110 § 4,028 § -
$ 6,490 § 8274 § -
$ 1§ 850 § -
$ 110 § 2,161 § -
$ 418 § 556 § -

Subsequent to year-end, the $110,000 nonaccrual loan/impaired loan was paid off in full. The $1.7
million of loans classified as impaired at December 31, 2001 were reclassified to nonaccrual status

subsequent to year-end 2001.

A summary of past due loans follows:

December 31, 2002
December 31, 2001

(In Thousands)
90 Days or
30 to 89 Days More Past
Past Due and Due and
Still Accruing  Still Accruing
$ 2,364 § 104
$ 2,804 § -
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NOTE 4 — BANK PREMISES AND EQUIPMENT

Bank premises and equipment at December 31 are classified as follows:

(In Thousands)
2002 2001
Leasehold improvements $ 1,705 § 1,299
Furniture and fixtures 950 677
Cffice equipment 304 276
Computer software 553 385
Computer equipment 539 460
4,051 3,097
Less accumulated depreciation and amortization (1,442) (971
$ 2,609 % 2,126
NOTE 5 - DEPOSITS
Deposits as of December 31 consisted of the following:
(In Thousands)
2002 2001
Savings accounts $ 312§ 227
Certificates of deposit under $100,000 15,455 16,677
Certificates of deposit equal to or
greater than $100,000 72,721 86,981
Demand accounts
Noninterest-bearing 13,961 13,187
Interest-bearing 14,738 5,570
Money market accounts 31,133 33,327
) 148,320 $ 155,969

At December 31, 2002, scheduled maturities of certificates of deposit are as follows:

Year Ending
December 31, {(In Thousands)
2003 $ 81,449
2004 6,520
2005 207
S 88176

NOTE 6 — OTHER BORROWINGS

At December 31, 2002 and 2001, the Company had demand notes issued to the U.S. Treasury in the
amount of $163,000 and $247,000, respectively, representing the Treasury Tax and Loan note balance
and is collateralized by a $171,000 and $1.0 million pledged security, respectively.
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NOTE 6 — OTHER BORROWINGS (Continued)

The Company obtained a $3 million one-year revolving line of credit with a bank in September 2001
which was renewed in November 2002. The line of credit is collateralized by the Bank’s stock and subject
to certain restrictive covenants including, among others, requirements with regards to capital ratios, loan
loss reserve ratios and lender’s prior approval on certain transactions. The Company was out of
compliance with one of these covenants at December 31, 2002. The Company has received a letter from
the lender waiving compliance with such covenant. Interest on this line is at the bank’s prime rate plus
0.75% and is paid quarterly. Borrowings under this line of credit totaled $809,000 and $1.07 million at
December 31, 2002, and 2001, respectively.

At December 31, 2002, the Company had additional short-term funding sources available totaling $15.9
million with variable interest rates up to 1.63% and collateralized by $15.7 million. There were no
borrowings outstanding under these agreements as of December 31, 2002 and 2001.

NOTE 7 - INCOME TAXES

A reconciliation of the effective income tax rate with the federal statutory tax rate is as follows:

__(In Thousands)
2002 2001 2000
Amount Rate Amount Rate Amount Rate
Income tax provision at statutory rate $ 37 340 % § (1,008 (G40)% $ 298 340 %
Increase (decrease) in tax resulting from:
Tax-exempt interest - - 18) (0.6) (66) 8.0
Non-qualified stock options - - (38) (1.3) (55) (6.0)
Disallowed expenses 25 23.0 17 0.6 26 3.0
Other (26) (24.0) 12 0.4 (16) (1.0)
Adjustments to defered tax
asset valuation allowance (36) (33.0) 1,035 34.9 (187) (22.0)
$ - - % § - - % 8§ - - %

Total deferred tax assets and liabilities as of December 31 are as follows:

(In Thousands)
2002 2001
Deferred Tax Assets
Unamortized preopening expenditures S 65 $ 146
Net operating loss carryforward 1,066 232
Allowance for possible loan losses in excess of tax reserves 736 1,303
Other deferred tax assets 26 30
Total deferred assets 1,893 1,711
Deferred Tax Liabilities
Deferred loan fees for tax purposes in excess of deferred :
amounts for financial reporting purposes a7 (54)
Tax effect of unrealized gains on available-for-sale securities 22) (55)
Bank premises and equipment (163) (14)
Other deferred tax liabilities (86) (40)
Total deferred liabilities (348) (163)
Net deferred tax asset 1,545 1,548
Less valuation allowance on net deferred tax asset (1,567) (1,603)
Net deferred tax liability $ 22) § (55)
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NOTE 7 - INCOME TAXES (Continued)

The Company has not recognized a net deferred tax asset due to the uncertainty surrounding their ultimate
value to the Company, and accordingly, management has reduced net deferred tax assets by a valuation
allowance.

The Company has net operating loss carryforwards totaling $3,134,000 that may be utilized to offset
future federal taxable income. Net operating loss carryforwards will expire as follows:

Year Ending

December 31, (In Thousands)
2018 $ 52
2019 488
2021 585
2022 2,009

$ 3,134

NOTE 8 - STOCKHOLDERS® EQUITY

Regulatory Capital — The Company on a consolidated basis and the Bank are subject to various
regulatory capital requirements administered by the federal banking agencies. Failure to meet minimum
capital requirements can initiate certain mandatory—and possibly additional discretionary—actions by
regulators that, if undertaken, could have a direct material effect on the financial statements. Under capital
adequacy guidelines and the regulatory framework for prompt corrective action, the Company and Bank
must meet specific capital guidelines that involve quantitative measures of assets, liabilities, and certain
off-balance-sheet items as calculated under regulatory accounting practices. The capital amounts and
classifications are also subject to qualitative judgments by the regulators about components, risk
weightings, and other factors.

As of December 31, 2002, the most recent notification from the Federal Deposit Insurance Corporation
categorized the Bank as well capitalized under the regulatory framework for prompt corrective action. To
be categorized as well capitalized, the Bank must maintain minimum total risk-based, Tier T risk-based
and Tier I leverage ratios as set forth in the table.

Quantitative measures established by regulation to ensure capital adequacy require the Company and
Bank to maintain minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as
defined in the regulations) to risk-weighted assets (as defined), and of Tier I (as defined) capital to
average assets (as defined).
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NOTE § — STOCKHOLDERS’ EQUITY (Continued)

The Company’s and the Bank’s actual capital amounts and ratios are also presented in the table.

(Amounts In Thousands)
To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2002
Total Risk-based Capital Ratio .
Consotlidated $ 15,350 1198 % § 10,248 > 800 % § 12,810 > 10.00 %
Pacifica Bank $ 15,196 1199 % $§ 10,138 > 800 % § 12,673 > 10.00 %
Tier I Risk-based Capital Ratio
Consolidated $ 12,132 947 % % 5,124 > 400 % § 7,686 >  6.00 %
Pacifica Bank $ 13,595 1073 % $ 5,060 > 400 % $ 7,604 > 6.00 %
Tier I Leverage Ratio
Consolidated $ 12,132 781 % $ 6,215 > 400 % § 7,769 > 500 %
Pacifica Bank $ 13,595 880 % § 6,181 = 400 % § 7726 = 500 %
As of December 31, 2001
Total Risk-based Capital Ratio
Consolidated $ 13,198 11.09 % § 9682 > 800 % $ 12,103 > 10.00 %
Pacifica Bank $ 13,590 1145 % $ 9498 > 800 % $§ 11,873 > 10.00 %
Tier I Risk-based Capital Ratio ‘
Consolidated $ 11,689 982 % § 4841 > 400 % § 7262 > 600 %
Pacifica Bank $ 12,081 10,18 % § 4749 > 400 % § 7,124 > 600 %
Tier I Leverage Ratio o
Consolidated $ 11,689 682 % § 6855 > 400 % § 10,283 > 500 %
Pacifica Bank $ . -12,081 706 % $ 6,847 > 400 % §$ 10270 > 500 %

Directive — As a result of the September 2001 examination by the FDIC and the Washington State
Department of Financial Institutions, Pivision of Banks (the “Department”), the Bank is subject to a
Directive (the “Directive™) dated March 27, 2002. Management prepared action plans, formed an Asset
Quality Committee, and took other steps to improve credit quality, monitor capital ratios, maximize
earnings, and promote stability during 2002. The Bank successfully met substantially all of the
requirements set forth in the Directive, including the requirements as to the Tier 1 Leverage Capital ratio
and the level of classified assets that needed to be met by December 31, 2002.

The FDIC and the Department conducted a joint examination in late 2002 and acknowledged
improvement in the condition of the Bank. The regulators determined that the Bank should remain subject
to a supervisory directive at least until the next regulatory examination, which is expected to occur in the
fourth quarter of 2003. As a result, the Bank became subject to a revised Supervisory Directive (the
“Directive”) dated February 25, 2003. The revised Directive addresses a number of issues related to the
Bank’s growth and loan quality, by:

o temporarily limiting the Bank’s ability to declare or pay dividends;
temporarily limiting the Bank’s maximum asset size to $180 million;

= requiring the Bank’s Tier 1 Leverage Capital ratic to be maintained at 8% or greater; and
maintain a “well-capitalized” designation as defined by FDIC regulations; and

= requiring the Bank to reduce classified loans by a specified amount before each quarter-end of
2003.
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NOTE 8 - STOCKHOLDERS” EQUITY (Continued)

The regulators have informed us that the Supervisory will remain in place until we have met its
requirements. The Board of Directors and management fully expect to be in compliance with the
Directive throughout the year.

Preferved Stock Issuance — The Company is authorized to issue up to 3,000,000 shares of no par value
preferred stock. The Board of Directors has the authority to determine the rights and privileges to be
granted to holders of preferred stock. In June 2002, the Company commenced an offering of up to 8,000
shares of its Series A Preferred Stock, designated as a combination of Series A-1 Perpetual Cumulative
Preferred Stock (the “Perpetual Preferred”) and Series A-2 Five-Year Cumulative Mandatory Redeemable
Preferred Stock (the “Limited Life Preferred”). The Series A Preferred Stock was offered at $1,000 per
share, in a private placement to accredited investors, sophisticated investors, and non-U.S. persons. The
Perpetual Preferred pays an initial annual cash dividend of 9.8% adjusted bi-annually to the equivalent of
the current U.S. 30-year Treasury Bond yield plus 400 basis points. The Limited Life Preferred pays an
initial annual cash dividend of 8.8% adjusted bi-annually to the equivalent of the current U.S. 30-year
Treasury Bond yield plus 300 basis points. The first bi-annual adjustment occurred on January 1, 2003,
based on a current U.S. 30-year Treasury Bond yield of 4.78%. The Series A Preferred Stock is entitled to
receive a liquidation amount equal to the original purchase price, plus any accrued but unpaid dividends.
The Series A Preferred Stock is non-voting, except for certain matters relating to the Company’s Articles
of Incorporation. The Limited Life Preferred is accounted for as subordinated debt while the Perpetual
Preferred is accounted for as equity capital.

During 2002, the Company received subscriptions totaling $2.35 million from the offering of its Series A
Preferred Stock: $350,000 in sales of its Perpetual Preferred and $2 million in Limited Life Preferred. The
Preferred Stock offering is currently suspended as the Company evaluates its ongoing capital and funding
needs to determine the actual amount of additional issuance, if any.

The proceeds of the Series A Preferred Stock offering were applied to contribute to the Bank’s capital, to
pay down the outstanding advances on the Company’s commercial line of credit. The Company will also
use the proceeds to reserve for the first two-years’ dividends due on the Series A Preferred Stock and to
provide for future growth opportunities.

NOTE 9 - STOCK OPTION PLAN

Stock Option Plan — The Company has a 1998 Employee Stock Option Plan (the “Plan”), which provides
for nonqualified stock options for non-officer directors and incentive stock options for officers and
employees for a maximum of 1,000,000 as restated, shares of authorized common stock. Pursuant to the
Plan, the Company has awarded options to officers, employees and directors at prices no less than fair
market value at date of grant. Options generally vest and become exercisable in incremental percentages
over five years from the grant date and expire after ten years, while certain options vest over three years.
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NOTE 9 - STOCK OPTION PLAN (Continued)

Stock option transactions were:

Weighted
Granted Average
Options Options for Exercise Price
Available Common of Shares
for Grant Stock Under Plan

BALANCE, December 31, 1999 2,200 896,600 $ 5.08
Authorized 100,000 - $ -

Granted (109,880) 109,880 § 932

Exercised - (42,880) $ 5.00

Expired/Forfeited 73,480 (73,480) § 5.00

BALANCE, December 31, 2000 65,800 890,120 § 5352
Authorized - - $ -

Granted (114,668) 114,668 $ 10.26

Exercised - (43,080) $ 5.00

Expired/Forfeited 60,820 (60,820) $ 774

BALANCE, December 31, 2001 11,952 900,888 $ 6.00
Authorized 200,600 - s -

Granted (113,550) 113,550 $ 691
Exercised - - 5 -

Expired/Forfeited 160,870 (160,870) $ 6.85

BALANCE, December 31, 2002 259,272 853,568 $ 5.94

The following table summarizes information concerning currently outstanding and exercisable options:

Options Outstanding _ Options Exercisable
Weighted
Average Weighted Weighted
Range of Remaining Average Average
Exercise Number Contractual Exercise Number Exercise
Prices Qutstanding Life Price Exercisable Price
$5-$8.5 715,170 5.86 years $ 5.09 520,480 $ 5.07
$9.25-$9.5 63,080 7.25 years $ 925 25,232 $ 925
$10-811 75,318 8.66 years $10.25 14,904 $10.33

NOTE 10 - EMPLOYEE BENEFIT PLAN

All regular full-fime and part-time employees are eligible to participate in the Company’s 4C1(k} Plan
(the “Plan™). Participation in the Plan begins on the first day of the month following the date of hire. Plan
participants may contribute up to 15% of their compensation subject to certain limits based on federal tax
laws. The Company makes matching contributions equal to 100% of an employee’s contribution, up to
4% of his/her compensation. Matching contributions are vested immediately for employees hired prior to
May 2002 and over a three year vesting period for employees hired on or after May 1, 2002, with 25%
vesting after one year of employment, 50% vesting after two years and 180% vesting after three years.
Total 401(k) matching contribution totaled $126,000, $92,000 and $78,000 during 2002, 20601 and 2000,
respectively.
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NOTE 11 - LEASE COMMITMENTS

Operating Lease Commitments — The Company leases its office premises for its operations. The
Bellevue office space lease was entered into in 1998 and was amended in 2000, 2001 and 2002. The lease
expires on August 31, 2007. The Company has, at its option the right to renew the lease for two additional
five-year terms at rates to be mutually determined. Monthly rent for the first 24 months, the 25 to 36™
months, the 37" to 60™ months, the 61 to 84™ months and the last 24 months is $23,459, $38,468,
$43,875, $45,114, and $46,353, respectively. The Company also entered into a lease agreement for the
Seattle office space in June 2001. The Seattle lease agreement expires on April 29, 2011. Monthly rent for
the first 63 months and the 64" to 124™ months is $15,178 and $16,666, respectively. Rental expense
charged to operations was $676,000, $489,000 and $268,000 for the years ended December 31, 2002,
2001 and 2000, respectively.

Year Ending
December 31, (In Thousands)
2003 $ 708
2004 724
2005 728
2006 752
2007 571
Thereafter 667

$ 4,150

NOTE 12 - RELATED PARTY TRANSACTIONS

Certain directors, executive officers and principal stockholders are Bank customers, and have had banking
transactions with the Bank. All loans and commitments included in such transactions were made in
compliance with applicable laws on substantially the same terms (including interest rates and collateral)
as those prevailing at the time for comparable transactions with other persons and do not involve more
than the normal risk of collectibility or present any other unfavorable features.

The aggregate balances and activity are as follows:

(In Thousands)
2002 2001 2000
Balance, beginning of year 3 867 $ 1,416 % 1,716
New loans or advances 825 1,297 2,077
Repayments (951) (1,846) (2,377)
Balance, end of year $ 741 § 867 3 1,416
Interest earned on loans $ 46 $ 76 $ 158

Deposits from related parties totaled $739,000 and $1.7 million at December 31, 2002 and 2001,
respectively.
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NOTE 13 — SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK

Most of the Company’s business activity is with customers located within King County. The Company
originates commercial, real estate and consumer loans. Generally, loans are secured by accounts
receivable, inventory, deposit accounts, personal property or real estate. Rights to collateral vary and are
legally documented to the extent practicable. Although the Company has a diversified loan portfolio, local
economic conditions may affect borrowers’ ability to meet the stated repayment terms.

The distribution of commitments to extend credit approximates the distribution of loans outstanding.
Commercial and standby letters of credit were granted primarily to commercial borrowers. The Company,
as a matter of policy, does not currently extend credit in excess of $2,500,000 to any single borrower or
group of related borrowers.

NOTE 14 - FINANCIAL INSTRUMENTS

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of
business to meet the financing needs of its customers and to reduce its own exposure to fluctuations in
interest rates. These financial instruments include commitments to extend credit, standby letters of credit
and financial guarantees. Those instruments involve, to varying degrees, elements of credit and interest-
rate risk in excess of the amount recognized in the balance sheet. The contract or notional amounts of
those instruments reflect the extent of the Company’s involvement in particular classes of financial
instruments.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit, standby letters of credit, and financial guarantees written is
represented by the contractual notional amount of those instruments. The Company uses the same credit
policies in making commitments and conditional obligations as it does for on-balance-sheet instruments.

Commitments to Extend Credit, Standby Letters of Credit and Financial Guarantees — Commitments to
extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash requirements.
The Company’s experience has been that approximately 80 percent of loan commitments are drawn upon
by customers. The Company evaluates each customer’s creditworthiness on a case-by-case basis. The
amount of collateral obtained, if it is deemed necessary by the Company upon extension of credit, is
based on management’s credit evaluation of the counterparty. Collateral held varies but may include
accounts receivable, inventory, property, plant, and equipment, and commercial and residential real estate
properties.

Standby letters of credit and financial guarantees written are conditional commitments issued by the
Company to guarantee the performance of a customer to a third party. Those guarantees are primarily
issued to support public and private borrowing arrangements, including commercial paper, bond
financing, and similar transactions. The credit risk involved in issuing letters of credit is essentially the
same as that involved in extending loan facilities to customers. The Company maintains various levels of
collateral supporting those commitments for which collateral is deemed necessary.

The Company has not been required to perform on any financial guarantees. The Company has not
incurred any losses on its commitments in 2002 and 2001.
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NOTE 14 — FINANCIAL INSTRUMENTS (Continued)

Derivative Instruments and Hedging Activities — As part of the Company’s asset/liability management,
the Company uses interest rate swaps to hedge interest rate exposure. Interest rate swaps are contracts in
which a series of interest rate flows in a single currency are exchanged over a prescribed period. The
notional amounts are amounts on which calculations of payments are based. Notional amounts do not
represent direct credit exposure. Direct credit exposure is limited to the net difference between the
calculated amounts to be received and paid, if any.

During October 2000, the Bank entered into one $10 million notional amount of two-year and another
$10 million notional amount of five-year interest rate swap agreements with the objective of stabilizing
cash flows, and accordingly, net interest income, over time. The swaps were intended to hedge a portion
of the Bank’s variable loans. The swap agreements provided for the Bank to receive a fixed rate of
interest and pay an adjustable rate. The swaps were accounted for as cash flow hedges under SFAS No.
133 and 138. The swaps were deemed to be effective and all changes in the fair value of the hedge were
recorded in other comprehensive income with no impact on the income statement for any ineffective
portion. During April 2001, the Company sold the interest rate swaps and realized a gain of $763,000. As
of December 31, 2002 and 2001, the accumulated unrealized gains on the cash flow hedge (net of income
taxes) were $-0-.

The periodic settlement of the swaps resulted in the reclassifying into earnings the gains or losses that
were reported in accumulated comprehensive income. Total interest income on the swaps recognized
during 2002 and 2001 were $-0- and $57,000.

The Company minimizes the credit risk in derivative instruments by entering into transactions with high-
quality counterparties that are reviewed and approved by management.

A summary of the notional amounts of the Company’s financial instruments with off-balance sheet risk at
December 31, 2002 follows:

Notional

Amount
(In Thousands)
Commitments to extend credit $ 30,285
Commercial and standby letters of credit 2,688
s 3291

NOTE 15 - DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

FASRB Statement No. 107, Disclosures About Fair Value of Financial Instruments, requires disclosure of
fair value information about financial instruments, whether or not recognized in the balance sheet, for
which it is practicable to estimate that value. In cases where quoted market prices are not available, fair
values are based on estimates using present value or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including the discount rate and estimates of future cash
flows. In that regard, the fair value estimates cannot be substantiated by comparison to independent
markets and, in many cases, could not be realized in immediate settlement on the instrument.
Accordingly, the aggregate fair value amounts presented do not represent the underlying value of the
Bank.
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NOTE 15 - DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

The following methods and assumptions were used by the Company in estimating its fair value
disclosures for financial instruments:

Cash, Due From Banks, Federal Funds Sold and Interest Bearing Deposits — The carrying value amounts

reported in the balance sheet for cash and short-term instruments approximate those assets’ fair values.

Investment Securities — Fair values for investment securities are based on quoted market prices, where
available. If quoted market values are not available, fair values are based on quoted market prices of
comparable instruments.

Federal Home Loan Bank Stock — The carrying value of Federal Home Loan Bank stock approximates
fair value based on the redemption provisions of the Federal Home Loan Bank.

Loans — For variable-rate loans that reprice frequently and with no significant change in credit risk, fair
values are based on carrying values. The fair values of fixed-rate commercial, real estate mortgage,
installment, and other loans are estimated using discounted cash flow analysis, using interest rates
currently being offered for loans with similar terms to borrowers of similar credit quality. The carrying
amount of accrued interest approximates its fair value.

Accrued Interest — Due to their short-term nature, the carrying value of accrued interest is considered to
approximate fair value.

Off-Balance-Sheet Instruments — The Company’s off-balance-sheet instruments include unfunded
commitments to extend credit, standby letters of credit, and financial guarantees. The fair value of these
instruments is not considered practicable to estimate because of the lack of quoted market price and the
inability to estimate fair value without incurring excessive costs. The estimated fair value of interest rate
swaps are based upon calculations of the net present value of projected cash flows. Because interest rate
swaps are carried at estimated fair value, carrying value and estimated fair value are the same.

Deposit Liabilities — The estimated fair values disclosed for demand deposits are equal to their carrying
amounts, including savings, money market and NOW accounts. Fair values for fixed-rate time deposits
are estimated using a discounted cash flow analysis that applies interest rates currently being offered on
certificates to a schedule of aggregated expected maturities on time deposits. The carrying amount of
interest payable approximates its fair value.

Other Borrowings — The carrying amount of the other borrowings is considered a reasonable estimate of
their fair value due to the short-term nature of the advances.

Mandatory Redeemable Preferred Stock — The carrying amount of mandatory redeemable preferred stock
is considered a reasonable estimate of their fair value due to the semi-annual repricing of this liability.
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NOTE 15 — DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

The carrying amounts and estimated fair values of the Company’s financial instruments at December 31,

2002 and 2001 are as follows:

(In Thousands)
2002 2001
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial Assets

Cash and due from banks $ 16,633 § 16,633 § 28,056 % 28,056
Federal funds sold 13,080 13,080 3,300 3,300
Interest bearing deposits 657 657 857 857
Investment securities 22,518 22,518 33,177 33,177
Federal Home Loan Bank stock 133 133 273 273
Loans, including fair value of

interest rate swap 106,816 107,287 102,348 103,355
Accrued interest receivable 778 778 994 994

Financial Liabilities

Demand, money market and

savings deposits 60,144 60,144 52,311 52,311
Time deposits 88,176 87,062 103,658 104,649
Accrued interest payable 948 948 1,983 1,983
Other borrowings 972 972 1,318 1,318
Mandatory redeemable preferred stock 2,000 2,000 - -

NOTE 16 — EARNINGS PER SHARE

The numerators and denominators of basic and diluted edarnings (loss) per share are as follows:

(In Thousands, except for per share amounts)

2002 2001 2000

Net income (loss) (numerator) $ 108 $ (2,965) $ 878
Less accrued perpetual preferred stock dividends (14) - -
Net income (loss) available to common shareholders $ 94 § (2,965) § 878
Shares used in the calculation (denominator)

Weighted average shares outstanding 3,260,368 3,265,961 3,233,264

Effect of dilutive stock options 58,907 - 374,603

Diluted shares 3,319,275 3,265,961 3,607,867

Net income (loss) per share available to common shareholders

Basic

(adjusted for stock splits effective January 1, 2001) $§ 0.03 $ (091 $ 027

Diluted

(adjusted for stock splits effective January 1, 2001) $§ 0.03 $ (091 $ 024

At December 31, 2002, 2001, and 2000, there were options to purchase 836,568, 445,060, and 445,060
shares of common stock outstanding. As of December 31, 2002, 2001, and 2000, options of 176,448,
12,000, and 12,000 were antidilutive and therefore not included in the computation of diluted net income
(loss) per share available to common shareholders.
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NOTE 17 — ACCUMULATED OTHER COMPREHENSIVE INCOME

Other comprehensive income and accumulated other comprehensive income consist of the following:

(In Thousands)
Before-Tax ~ Tax (Expense)  Net-of-Tax
Amount or Benefit Amount
Balance, December 31, 2000 3 1,115 §$ 379 § 736
Unrealized gains on avaliable-for-sale securities
arising during the current period 442 150 292
Less: reclassification adjustment for gains realized
in net income 969 329 640
Net unrealized losses on available-for-sale securities (527) (179 (348)
Unrealized gains on cash flow hedge
arising during the current period 338 114 224
Less: reclassification adjustment for gains realized
n net income 763 259 504
Net unrealized losses on cash flow hedge (425) (145) (280)
Balance, December 31, 2001 163 55 108
Unrealized gains on available-for-sale securities
arising during the current period (98) (33) (65)

Less: reclassification adjustment for gains realized
in net income - - -

Net unrealized losses on available-for-sale securities (98) (33) (65)

Accumulated other comprehensive income $ 65 § 22 8 43

NOTE 18 — PARENT COMPANY (ONLY) FINANCIAL INFORMATION

(In Thousands)
2002 2001
Condensed balance sheet at December 31:
Cash and due from banks $ 24§ 415
Investments in subsidiaries 13,928 11,932
Due from related nonbank company 1,113 538
Other assets 12 -

Total assets $ 15,077 $ 12,885
Accrued interest $ 78 % -
Short-term borrowings 809 1,071
Other liabilitics 14 17

Total other liabilities 901 1,088
Mandatory redeemable preferred stock 2,000 -

Total liabilities 2,901 1,088
Stockholders’ equity 12,176 11,797

Total liabilities and stockholders’ equity $ 15,077 $ 12,885
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NOTE 18 — PARENT COMPANY (ONLY) FINANCIAL INFORMATION (Continued)

Condensed statement of operations for the years ended December 31:

(In Thousands)
2002 2001
Income
Interest $ 59 9§ 10
Other income 179 4
Dividend from subsidiary 75 -
Total income 313 14
Expenses
Interest 133 18
Professional services 182 -
Other 30 35
Total expenses 345 53
Loss before equity in undistributed income (loss) of subsidiaries 32) (39)
Equity in undistributed income (loss) of subsidiaries 140 (2,926)
Net income (loss) $ 108§ (2,965)
Condensed statement of cash flows for the years ended December 31:
(In Thousands)
2002 2001

Cash flows from operating activities

Net income (loss) $ 108 (2,965)
Adjustments to reconcile net income (loss) to net

cash flows from operating activities

Equity in undistributed income (loss) of subsidiaries (140) 2,926
Net change in other assets (12) -
Net change in other liabilities 60 17
Net cash flows from operating activities 16 (22)
Cash flows from investing activities
Dividend from bank subsidiary - 150
Contribution of capital - bank subsidiary (920) -
Contribution of capital - nonbank subsidiary v (1,000) (10)
Increase in advances to nonbank subsidiary (575 (538)
Net cash flows from investing activities (2,495) (398)
Cash flows from financing activities
Proceeds from borrowings 1,949
Repayment of borrowings (2,211) 1,071
Proceeds from issuance of mandatory redeemable preferred stock 2,000 -
Proceeds from issuance of perpetual preferred stock 350 -
Proceeds from exercise of stock options - 216
Repurchase of common stock - (452)
Net cash flows from financing activities ) 2,088 835
Net change in cash 391) 415
Cash, beginning of year 415 -
Cash, end of year $ 24§ 415
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NOTE 19 — SEGMENTS

The Company is organized based on the products and services that it offers. Under its current
organizational structure, the Company has two reportable segments: Pacifica Bank (the “Bank™) and
Pacifica Mortgage Company (“the Mortgage Company”), both are wholly-owned subsidiaries of Pacifica
Bancorp, Inc., the parent bank holding company. The Bank offers a full range of commercial banking
services, while the Mortgage Company generates loan fee income from the origination and sale of
residential mortgage loans.

The principal activities conducted by the Bank are the origination of commercial business loans,
commercial real estate loans, single-family residential, multi-family residential, consumer loans and the
associated loan servicing activities. The Bank also offers private banking services and deposit products
and generates income from investment activities. The Bank derives a majority of its revenue from
interest.

The Mortgage Company was formed in January 2001. It acts as a mortgage broker and/or as a mortgage
banker on behalf of the consumer and relies primarily on fee income. It does not service any loans for any
secondary market investors. The Mortgage Company also generates custom construction loans that are
sold to the Bank.

The Bank and the Mortgage Company are stand-alone business entities and have their own financial
statements. Certain intercompany related income and expenses are allocated to each company. The
accounting policies for each segment are described in the Summary of Significant Accounting Policies.

Financial information for the Company’s segments is shown below including the elimination of
intercompany income and expenses.

Year Ended December 31, 2002
Intercompany Total
Bank Mortgage Co. _ Bancorp Elimination  Consolidated

Net interest income after

provision for loan loss § 6578 8§ (52) $ (74) 3 - $ 6,452
Noninterest income 662 827 179 (258) 1,410
Total revenue 7,240 775 105 (258) 7,862
Noninterest expense 6,572 1,228 212 (258) 7,754
Income (loss) before

income tax 668 (453) (107) - 108

Income taxes - - - - -
Net income (loss) $ 668 $ (453) $ (107 § - $ 108
Total assets $ 163,329 § 1,454 § 15077 § (15,172) $ 164,688
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NOTE 19 — SEGMENTS (Continued)

Year Ended December 31, 2001
Intercompany Total
Bank Mortgage Co.  Bancorp Elimination  Consolidated

Net interest income after

provision for loan loss $ 661 § 9 $ ®) % - $ 644
Noninterest income 2,304 652 4 - (7% 2,886
Total revenue 2,965 643 4 (74) 3,530
Noninterest expense 5,624 910 35 (4 6,495
Income (loss) before
income tax (2,659) (267) (39) - (2,963)
Federal income tax - - - - -
Net income (loss) § (2,659) § (267) § 39 § - $ (2,965)
Total assets $ 171,085 § 284 § 12,885 § (12,890) $ 171,364

NOTE 20 - SUBSEQUENT EVENTS

On February 28, 2003, the Company announced plans to close Pacifica Mortgage Company effective
March 31, 2003.

NOTE 21 — NEW ACCOUNTING PRONOUNCEMENTS

During the year 2002, the Financial Accounting Standard Board issued the following accounting
standards.

Statement of Financial Standard (SFAS) No. 145, Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections. This Statement rescinds FASB
Statement No. 4, Reporting Gains and Losses from Extinguishment of Debt, and an amendment of that
Statement, FASB Statement No. 64, Extinguishments of Debt Made to Satisfy Sinking-Fund
Requirements. This Statement also rescinds FASB Statement No. 44, Accounting for Intangible Assets of
Motor Carriers. This Statement amends FASB Statement No. 13, Accounting for Leases, to eliminate an
inconsistency between the required accounting for sale-leaseback transactions and the required
accounting for certain lease modifications that have economic effects that are similar to sale-leaseback
transactions. This Statement also amends other existing authoritative pronouncements to make various
technical corrections, clarify meanings, or describe their applicability under changed conditions. The
Company implemented this statement effective April 1, 2002. Implementation of this statement did not
result in a material impact on its financial position or results of operations.

SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities, addresses financial
accounting and reporting for the treatment of costs associated with exit or disposal activities. This
Statement improves financial reporting by requiring that a liability for a cost associated with an exit or
disposal activity be recognized and measured initially at fair value only when the liability is incurred.
This Statement replaces EITF Issue No. 94-3, Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity. The provisions of this Statement are to be applied
prospectively to exit or disposal activities initiated after December 31, 2002. The Company expects to
implement the standard effective January 1, 2003 and does not expect the results to materially impact the
financial position or results of operations.
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NOTE 21 ~ NEW ACCOUNTING PRONOUNCEMENTS (Continued)

SFAS No. 147, Acquisitions of Certain Financial Institutions — an amendment of FASB Statements No. 72
and 144 and FASB Interpretation No. 9. The provisions of this Statement that relate to the application of

the purchase method of accounting applies to all acquisitions of financial institutions, except transactions
between two or more mutual enterprises. This Statement removes acquisitions of financial institutions
from the scope of both Statement 72 and Interpretation 9 and requires that those transactions be accounted
for in accordance with FASB Statements No. 141, Business Combinations, and No. 142, Goodwill and
Other Intangible Assets. In addition, this Statement amends FASB Statement No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets, to include in its scope long-term customer-relationship
intangible assets of financial institutions such as depositor- and borrower-relationship intangible assets
and credit cardholder intangible assets. This Statement is effective for acquisitions for which the date of
acquisition is on or after October 1, 2002. The Company does not expect the Statement will result in a
material impact on its financial position or results of operations.

SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure an amendment of
FASB Statement No. 123. This statement amends FASB No. 123, to provide alternative methods of
transition for a voluntary change to the fair value based method of accounting for stock-based employee
compensation. In addition, it amends the disclosure requirements of Statement 123 to require prominent
disclosures in both annual and interim financial statements about the method of accounting for stock-
based employee compensation and the effect of the method used on reported results. As of December 31,
2002, the Company has adopted the disclosure requirements of the Statement and continues to follow the
intrinsic value method to account for stock-based employee compensation (Notes 1 and 9).

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. The
Interpretation elaborates on the disclosures to be made by sellers or guarantors of products and services,
as well as those entities guaranteeing the financial performance of others. The Interpretation further
clarifies that a guarantor is required to recognize, at the inception of a guarantee, a lability for the
obligations it has undertaken in issuing the guarantee. The initial recognition and initial measurement
provisions of the Interpretation are effective on a prospective basis to guarantees issued or modified after
December 31, 2002, and the disclosure requirements are effective for financial statements of periods
ending after December 15, 2002. The Company believes that its disclosures with regards to these matters
are adequate as of December 31, 2002.
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NOTE 22 — SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Interest income
Interest expense

Net interest income
Provision for loan losses
Other income
Other expenses
Income (loss) before income tax
Income taxes
Net income (loss)
Less accrued perpetual preferred
stock dividends
Net income (loss) available to
common shareholders

Net income (loss) per share available to common shareholders

Basic
Diluted

Interest income
Interest expense

Net interest income
Provision for loan losses
Other income
Other expenses
Income (loss) before income tax
Federal income tax
Net income (loss)
Less accrued perpetual preferred
stock dividends
Net income (loss) available to
common shareholders

Net income (loss) per share available to common shareholders

Basic
(adjusted for stock splits)

Diluted
(adjusted for stock splits)

{(In Thousands, except for per share amounts)

Year Ended December 31, 2002

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
$ 2465 § 2612 § 2,464 § 2,597
1,235 1,120 1,036 898
1,230 1,492 1,428 1,699
- (500) (103) -
318 395 432 265
1,807 1,906 2,128 1,913
(259) 481 (165) 51
(259) 481 (165) 51
- - - (14)
$ (259) § 481 § (165) $ 37
$ (0.08) $§ 0.15 $ (0.05 $ 0.01
$ (0.08) $ 0.14 $ (0.05 $ 0.01

(In Thousands, except for per share amounts)

Year Ended December 31, 2001

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
$ 3312 % 3,178 § 3,079 § 2,738
1,807 1,860 1,835 1,519
1,505 1,318 1,244 1,219
844 950 1,459 1,389
601 1,481 238 566
1,433 1,430 1,556 2,076
171) 419 (1,533) (1,680)
171 419 (1,533) (1,680)
$ (171) 8 419 § (1,533) § (1,680)
$ (0.05) $ 013 $ (047 $ (0.52
$ (0.05) § o0.11 $ (0.47) $ (0.52




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.

PART Il

The information required by Part II of this Form 10-K, except the part of [tem 10 requiring a description
of executive officers which description is provided below, and all of Item 14, is incorporated by reference
to the definitive proxy statement for Pacifica’s Annual Meeting of Shareholders to be held on May 20,
2003 (the “Proxy Statement”). The Proxy Statement is expected to be sent to shareholders along with this
Annual Report and Form 10-K beginning on or about March 25, 2003 and will concurrently be filed with
the Securities Exchange Commission on Schedule 14A. The Personnel Committee Report on
Compensation and the Audit Committee Report contained in the Proxy Statement are not incorporated by
reference into this Form 10-K.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Certain portions to the response to this item are incorporated by reference to Pacifica’s Proxy Statement
for the annual meeting of shareholders scheduled for May 20, 2003.

Has Served the

Bank/Company
Name Age Position/Title Since
John A. Kennedy 62 President, Chief Executive Officer 2002
and Director
John D. Huddleston 49 Executive Vice President, Chief 1998
Financial Officer and  Chief
Operating Officer

John A. Kennedy. In September 2002, Mr. Kennedy joined the Company as the Chief Executive Officer
and President of the Company and the Bank. He currently serves as a Director of the Company, the Bank
and Pacifica Mortgage Company. He previously served as a director of the Bank between 1998 and 2000,
until resigning to take an executive position with HomeStreet Bank in their business banking division in
2000. His career has included senior positions with Bank of America, United California Bank (predecessor
to First Interstate), Bank of Scotland (New York office), and the Manager and SVP of Hong Kong and
Shanghai Bank’s Seattle Office for over thirteen years. In addition, from 1997 to 2000, he served as
Executive Director of the World Trade Center of Tacoma. He has also served as the board chairman of
the Washington State International Trade Fair, and as a board member on the Washington Council of
International Trade, the World Trade Center Tacoma, and the Washington State China Relations Council.
He has also served as an advisory board member at North Seattle Community College and Pacific
Lutheran University’s China studies program. He holds a bachelor’s degree in Economics from the
University of Oregon.

John D. Huddlestom. Mr. Huddleston has been a Senior Vice President and Chief Financial Officer of
the Company and Pacifica Bank since their respective inceptions and was promoted to the position of
Executive Vice President, Chief Financial Officer, and Chief Operating Officer in 2001. Prior to joining
Pacifica, he was Managing Partner for JCH Development, a real estate development and investment group
in Yelm, Washington from 1986 to 1998. Mr. Huddleston has over 20 years experience in the banking
and financial management industry. Mr. Huddleston holds a BS in Business Administration, with an
emphasis in Accounting, from the University of Puget Sound.
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ITEM 11. EXECUTIVE COMPENSATION

The response to this item is incorporated by reference to Pacifica’s Proxy Statement for the annual
meeting of shareholders scheduled for May 20, 2003.

No performance graph is included in Pacifica’s Proxy Statement because the Company's Common Stock is
not publicly traded.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The response to this item is incorporated by reference to Pacifica’s Proxy Statement for the annual
meeting of shareholders scheduled to be held May 20, 2003.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The response to this item is incorporated by reference to Pacifica’s Statement for the annual meeting of
shareholders scheduled to be held May 20, 2003, under the caption.

ITEM 14. CONTROLS AND PROCEDURES

Within 90 days prior to the date of this report we evaluated the effectiveness of the design and operation
of our disclosure controls and procedures. Our principal executive and financial officers supervised and
participated in this evaluation. Based on this evaluation, our principal executive and financial officers each
concluded that our disclosure controls and procedures are effective in timely alerting them to material
information required to be included in our periodic reports to the SEC. The design of any system of
controls is based in part upon various assumptions about the likelihood of future events, and there can be
no assurance that any of our plans, products, services or procedures will succeed in achieving their
intended goals under future conditions. In addition, there have been no significant changes in our internal
controls or in other factors known to management that could significantly affect our internal controls
subsequent to our most recent evaluation. We have found no facts that would require us to take any
corrective actions with regard to significant deficiencies or material weaknesses.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
Exhibits

Exhibit No. Description

3.1 Articles of Incorporation

32 Bylaws

33 Amendment No. 1 to the Bylaws ©

4.1 Form of Stock Certificate

10.1 Employee Stock Option Plan @

10.2 Office Lease between Registrant, as Tenant, and The Trustees under the Will and of

the Estate of James Campbell, Deceased, as Landlord, dated March 31, 1998; as
amended by the First Amendment to Lease dated May 1, 1998, Second Amendment
to Lease dated June 12, 1998, Third Amendment to Lease dated May 28, 1999, and
Fourth Amendment to Lease dated May 24, 2000 M

10.3 Fifth Amendment to Lease dated October 19, 2000 @
10.4 Data Processing Services Agreement between Registrant and Fiserv Solutions, Inc.
effective September 27, 2001 @
10.5 Plan and Agreement of Reorganization between the Registrant and Pacifica Bank
dated as of Gctober 2, 2000 )
10.6 Office Sublease Agreement, between the Registrant, as Subtenant, and Amazon.com
Holdings, Inc., as Sublandlord, dated June 6, 2001
10.7 Sixth Amendment to Lease dated October 15, 2002 ©
10.8 Low resignation agreement )
11. Computation of basic and diluted earnings per share ©
21. Subsidiaries
Pacifica Bank
Pacifica Mortgage Company
23. Consent of Moss Adams LLP©
24, Power of attorney ©
99.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350
p
99.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350 ©
(1 Incorporated by reference to the Company’s Form 8-A, filed with the SEC on February 26, 2001.
()] Incorporated by reference to the Company’s Form 10-KSB for the fiscal year ending December 31, 2000.
?3) Incorporated by reference to the Company’s Form S-8, filed with the SEC on September 4, 2001.
4 Incorporated by reference to the Company’s Form 10-KSB for the fiscal year ending December 31, 2001.
%) Incorporated by reference to the Company’s Form 10-Q for the quarter ended September 30, 2002.

(6) Filed with this form 10-K.

Reports on Form 8-K

Pacifica did not file any reports on Form 8-K during the fourth quarter of 2002.
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FORM 10-K CRUOSS-REFERENCE INDEX

This Annual Report and Form 10-X and the Company’s definitive Proxy Statement for its 2003 Annual
Meeting of Shareholders, together contain the requirements of the accounting profession and the Securities
and Exchange Commission, including a comprehensive explanation of 2002 results.

Proxy
Annual Statement
Report Page Page
Form 10-K Caption Number Number
Part 1
Item 1 Business 1-7, -
Inside Cover,
Note 19
Item 2 Properties 7 -
Item 3 Legal Proceedings 7
Item 4 Submission of Matters to a Vote of Security Holders 7 -
Part 11
Item 5 Market for the Registrant’s Common Equity and
Related Stockholder Matters . 8-9 -
Item 6 Selected Financial Data 9
Item 7 Management’s Discussion and Analysis of Financial
Condition and Results of Operations 9-25 -
Item 7a Quantitative and Qualitative Disclosures about
Market Risk 25-26
Item 8 Financial Statements and Supplementary Data 26-56 -
Item 9 Changes in and Disagreements with Accountants on
Accounting and Financial Disclosure 57 -
Part 111
Item 10 Directors and Executive Officers of the Registrant 57 5-7
Item 11 Executive Compensation 58 8-13
Item 12 Security Ownership of Certain Beneficial Owners
and Management and Related Stockholder Matters 58 4
Item 13 Certain Relationships and Related Transactions 58 18
Item 14 Controls and Procedures 58
Part IV
Item 15 Exhibits, Financial Statement Schedules and Reports 59 -

on Form 8-K

None of the foregoing incorporation by reference shall include the Personnel Report on Executive
Compensation and the Audit Committee Report contained in the Company’s Proxy Statement.
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Certification
1, John A. Kennedy, certify that:
1. T have reviewed this annual report on Form 10-K of Pacifica Bancorp, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual
report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Bate”); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date; L

5. The registrant’s other certifying officers and [ have disclosed, based on our most recent
evaluation, to the registrant’s anditors and the audit committee of registrant’s board of directors
(or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or
not there were significant changes in internal controls or in other factors that could significantly
affect internal controls subsequent to the date of our most recent evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 20, 2003
/s/ John A. Kennedy

John A. Kennedy
President and Chief Executive Officer




Certification

I, John D. Huddleston, certify that:
1. I have reviewed this annual report on Form 10-K of Pacifica Bancorp., Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual
report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared,

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors
(or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or
not there were significant changes in internal controls or in other factors that could significantly
affect internal controls subsequent to the date of our most recent evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 20, 2003
/s/ John D. Huddleston

John D. Huddleston
Executive Vice President, Chief Financial Officer and Chief Operating Officer




SIGNATURE

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Company has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on the 20 of March 2003.

Principal Executive Officer

By /s/ John A. Xennedy
John A. Kennedy
President and
Chief Executive Officer

Principal Financial Officer:

By /s/ John D. Huddleston
John D, Huddleston
Executive Vice President,
Chief Financial Officer and
Chief Cperating Officer

I, John A. Kennedy, pursuant to a power of attorney which is being filed with the Annual Report
on Form 10-K, have signed this report on March 13, 2003 as attorney in fact for the following
directors who constitute the Board.

Lyle K. Snyder, Chairman George J. Pool
Yi-Heng Lee Fannie Kuei-Fang Tsai
Mark P. Levy Mark W. Weber
Robert E. Peterson Edwin R. Young

/s/ John A, Kennedy
John A. Kennedy
Attorney-in-fact




Pacifica Bancorp, Inc. and Pacifica Bank Board of Directors

George J. Pool

Fannie Kuei-Fang Tsai
Mark W. Weber
Edwin R. Young

Lyle K. Snyder, Chairman
Yi-Heng Lee
Mark P. Levy
John A. Kennedy
Robert E. Peterson
Senior Officers
John A. Kennedy

John D. Huddleston

Paul F. Farris

Katty Chow

Emily Yeh

Rob L. Robinson

Terry VanNostrand

Legal Counsel

Davis Wright Tremaine LLP
2600 Century Square

1501 Fourth Avenue

Seattle, WA 98101
206-622-3150

Transfer Agent and Registrar

Pacifica Bank
10900 NE 4" Street, Suite 200
Bellevue, WA 98004

Annual Shareholders’ Meeting
Tuesday, May 20, 2003

President & Chief Executive Officer
Pacifica Bancorp, Inc. and Pacifica Bank

Executive Vice President, Chief Financial Officer
& Chief Operating Officer
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2200 Rimland Drive
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Bellingham, WA 98226
360-676-1920

Information Requests
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